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Over 1,300 offices in 50 countries. 
And what's right for San Francisco 
might be wrong for Sydney. 

That's why each office of the 
HongkongBank group has to 

make fast decisions, worldwide. 


n 
. 
- 


To arrive at those decisions, each 


office has access to the information 


it needs through our Global Data 
Network and advanced 
telecommunications systems. 


Our clients also have the benefit 
of instant information, through 
Hexagon, our global electronic 
banking system. 

For more information, contact 
your nearest office of the 
HongkongBank group. 

The reach of a Worldwide bank, 
with the local flexibility to make 


fast decisions. That's our strength. 
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HongkongBank 


The Hongkong and Shanghai Banking Corporation Limited 


Marine Midland Bank « Hang Seng Bank 
The British Bank of the Middle East « HongkongBank 
of Australia « Hongkong Bank of Canada 


Wardley « James Capel e CM&M 
Equator Bank 


Carlingford and Gibbs Insurance Groups 


Fast decisions. Worldwide. 
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Hotel Lotte Reaches 
New Heights in Luxury 


Hotel Lotte's major expansion at two 
locations makes the total of 2,017 rooms and 
suites for a bigger and more luxurious choice. 


With the New Wing and Hotel Lotte World in Chamshil, 
Hotel Lotte now ranks among the world's 10 largest hotels. 


Together, Hotel Lotte offers you a choice of 170 
luxurious suites, 500 deluxe rooms and 1,400 superior 
rooms — for the very ultimate in luxury and comfort. aa 


Hotel Lotte: Everything and more you would expect of 
one of the greatest hotels in the world. 


E 2.017 Superb Rooms @ Parking for 6,860 Cars 
Main Bldg.: 1.019 Rooms Main Bldg. & 
New Wing: 465 Rooms New Wing : 1.860 Cars 
Chamshil : 533 Rooms Chamshil : 5.000 Cars 

@ 22 Meeting & Bil Major Facilities 
Convention Rooms Sauna, Pool, Duty Free Shop. 


Main Bidg.: 16 (4.000 Persons) Executive Floor, VIP Lounge. 
Chamshil : 6(2.450 Persons) VIP Elevator (New Wing) 


E 36 Restaurants & Bars Member in Seoul, Korea 
Main Bldg.: 20 


New Wing: 5 ERS) ero roras 


Chamshil : 11 


A © 


HOTEL LOTTE HOTEL LOTTE WORLD 


CHAMSHIL SEOUL KOREA 





Overseas Offices: New York: (201) 944-1117 Toll Free 800-22 LOTTE, L.A.: (213) 540-7010 

Toll Free 800-24 LOTTE, Tokyo: (03) 281-6636, Osaka: (06) 263-1071/ 2 

Hotel Lotte: 1, Sogong-dong, Chung-ku, Seoul, Korea. CPO. Box 3500 Seoul, Tel: (02) 771-10, 

Telex: LOTTEHO K23533/4/5, Fax: (02) 752-3758, Cable: HOTELOTTE 

Hotel Lotte World: 40-1, Chamshil-dong, Songpa-ku, Seoul, Korea Kangdong P.O. Box 220 Seoul. 
Tel: (02) 419-7000, Telex. LOTTEHW K39728, K33756, Fax: (02) 417-3655/6 





The Perfect Pirouette 
Excellence worth a front row 


High performing PCs that satisfy even the most 


scrupulous users, are surprisingly affordable. 


,amsung 386 Micro 


Investing inthe S 
Computer SD830, means you're > not 


inly getting a highly cost efficient pack- 
| ige but YUU re aisi Fettin g Sa Sung i 5 

ervice as otal systems planeri 

Based on t oor standing type 33 


MH. 7 386 microprocessor, 5D830 is a 
powerful microcomputer ideally suited 
for file server and other high-perform 
ance applications 

As a total systems vendor Si imsung 
SO produces a varie f XT AT, ind 
LAP-TOP computers Based à n 10 MHz 











Head Office 
Samsung Electronics 


Co., Lid 


SAMSUNG oh 


hung-ku Sec, 


Electronics 2 (82-27 








33 MHz. By developing state-of- 
the-art computers as well as sophisticated 
semi- conductors and peripherals 
Samsung has propelled itself as one 
of the leaders in the tegrated 


information industry 


— Standard memory — 4 MB on board 
(8 MB — 40 MB) Cashe memory — 64 KB 

— Color monitor capable of supporting DTP 
and Application CAD/CAM; Super VGA 
compatible. 

— Dot Printer (9 pin 300 cps, 24 pin 220 cps) 
Laser Beam Printer (8 ppm) 


* XT and AT are registered trade marks of IBM 


Overseas Address 


Samsung Electronics H.K prp th Office 
Co., Ltd yer Quay (Hex) 20 E 
Ankuk Insurance 24th FL Admiralty Cente Ocea in Bldg Sit yore 0104 
ka, Ulchi-rt Tower 1, 18 Harcourt Road Tel: (65) 535 2355. 
Korea Queensway, H.K 
71.78 Té 5) 862-6000 
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Morality and the investor 

In A political play [WHERE TO PUT YO 
MONEY, 21 Sept. |, your correspondent reite 
ated what is not news to anybody, name 
that investing in South African bonds 

highly lucrative. Apartheid was not me 
tioned once. 

Asian investors enthusiasm toware 
Pretoria does not need to be encouraged ax» 
further. As far as I know, Japan has alreac 
supplanted Britain as the leading foreign i: 
vestor in the country. Taiwan has gone as f 
as recognising Bophuthatswana. In fact, or 
can visit Bophuthatswana's delegation offi 
in Taipei's World Trade Centre. 

If the REVIEW is going to publish articl 
about South Africa, I would expect to ree 
about the extent of the trade links, especial 
military, between it and Taiwan. Or I wou 
like an analysis of whether Asian inves 
ment would fill the vacuum if Britain disi 
vested totally. 

Your position, should anyone doubt it, 
not one of ignorance or insensitivity. In th 
same 21 September issue, TRAVELLER'S TAL! 
describes as "demeaningly primitive" tł 
silhouette of a black person on a package : 
Negro steel-wool pads. Nor can the REVIE 
claim that sanctions against South Afri 
would be ineffective. THE 5TH COLUMN in tt 
same issue argues that sanctions again 
China would work because it is so depende: 
on foreign investment, capital, and e 
change. South Africa's economy is just . 
dependent on the outside world as China' 

I would be grateful if the REVIEW pa 
more attention to the ethics of the advice 


| gives its readers. You do not advise us to g 


involved in the highly lucrative (and virt 
ally risk-free) trade in rhino horn, in driftne 
ting, or in the harvesting of tropical woo 
So why South African bonds? 

Montreal JEAN-FRANCOIS TREMBL^ 


| Independence for the orphan state 


Britain has failed Hongkong. That is becor 
ing increasingly clear from news reports c 
the progress of the Sino-British Joint De 
laration. 

Impotent to enforce the guarantees 
thought it had secured from China, Britain 
unwilling to provide Hongkong citize: 
with sanctuary. 

Abandoned — and in reality that is wh 
it adds up to — the Hongkong people ha 
every right to decide their destiny. And th 
includes whether or not Hongkong Islan 
and perhaps even the New Territorie 
should be handed back to China. 

And why not: 
> Hold immediate elections with all adi 
citizens given the vote, followed ir 
mediately by the granting of full indepe 
dence. 
> Ensure the newly independent Hon 
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it seems like every computer 
company wants you to count 
on their commitment to open 
systems, total solutions and 
a customer-oriented outlook. 

And then there's Unisys. We're 
not just asking you to count on 
some vision of the future. We're 
here to show you a complete 

NIX offering built on a solid 
framework of deliverable 
products, designed to reflect 
what we've learned from our 
customers. 

The power of the UNIX 
operating system gives you the 
freedom to design optimal (cost/ 
performance/quality) solutions 
without technical constraints 
or changing the way you do 
business. 

When you think about open 

- & systems, think about UNIX 
- M b " o System V — the open system 
| that's working today. And when 
you think about the UNIX 
operating system, think of your 
| freedom to choose any vendor 
~ you want. 

Then choose Unisys — the 
computer company that’s put it 
all together. 

Call your Asia Group office at 
Hong Kong (5) 831-3901 or your 
local Unisys office. 
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UNISYS AND YOU. 
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We share your preference for modern art. 


X 


McCANN-ERICKSON 


The only art that counts with 
us is the art of flying. Our 
particular preference is for 
the modern style, and this is 
what we invest in it: this year 
we shall once again be put- 
ting 15 of the most modern 
aircraft into service. So that 
our collection will remain 
one of the most modern in 
the world. And we lavish all 
our Care and attention upon 
it. With all that thoroughness 


c9 





and meticulous attention to 
detail for which we Germans 
are famous. You should also 
share our preference for 
this special form of modern 
art. Even if only from a prac- 
tical point of view. Because 
you will always enjoy flying 
with one of the world's most 
up-to-date fleets of aircraft. 
Not to mention reaching 
your destination comfortably 
and in good shape. 


Lufthansa 









9o ere is admitted to full membership of the 
An independent Hongkong would then 
leide if the New Territories should revert 
> China in 1997. After all, there are strong 
‘ternational precedents for ignoring histo- 
Kal treaties, as Britain ignores Argentina's 
Maim to the Falkland Islands. | 
The people could also decide if Hong- 
zong Island was to stay independent even if 
Ihe New Territories were handed back. 
Kuala Lumpur PETER BOSTOCK 





ERREICHT d 


hai regions with real potential 

have just returned from Ubon Ratchathani 
in northeast Thailand where I learned about 
a major new eucalyptus pulping project for 
*extiles to be supported by Indian private in- 
yestment and where I saw a vast new skill- 
mprovement training centre financed by 
the Japanese Government and opened by 
the Crown Prince. 

The sea with Out-of-town option 
(28 Sept.] was that it was written, as are 
most prescriptions concerning Thai deve- 
lopment, from the perspective of Bangkok, 
inot from that of those regions having the 
most potential for growth. The article did 
not describe the tremendous amount of de- 
velopment under way in the northeast. 


Moreover, it slighted the devel nent m 


potential of that region in favour of the 
north, which is farther from the coast and 
from major bulk transportation facilities. In- 
deed, significant questions could be asked 
asto why any industry would want to locate 
in the hilly and rather inaccessible north ex- 
cept insofar as "foreigners" and Thais like 
the relatively cool climate of that region. 
Mahasarakham, 

! LEEDOM LEFFERTS 


Zia, champion of women's rights 
Correspondents Farida Shaheed and 
Khawar Mumtaz [ARTS AND SOCIETY, 28 
Sept.] went beyond the facts in castigating 
the “restrictions” imposed by the late Pakis- 
tan president Zia-ul Haq on the legal rights 
of women. It is a travesty of the truth to say 
that he accompanied the supposed restric- 
tions with a well-orchestrated campaign at 
the social level. 

The writers went so far as to claim that 
“for 10 years, state-controlled media, particu- 
larly television, informed a 75% illiterate pop- 
ulation that women who leave their homes 
are responsible for society's degeneration 
and unveiled women are simply immoral." 

Although it is possible to cite any 
number of examples to expose the hollow- 
ness of these claims, I would simply suggest 
your correspondents watch videos of Pakis- 
tan television dramas of these years, some of 
which highlighted the oppressed state of 
Pakistani women at the hands of the feudal 
lords and self-appointed righteous people. 

Zia, despite his ostensible diehard Is- 
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| E | lamic E wasa symbol atte compromise 


and a champion of the rights of Muslim 
women, their higher education and their 
right to employment. 
Leicester, England 
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The reluctant prime minister 

Once again, Singapore Prime Minister Lee 
Kuan Yew has informed us that he is to re- 
tire. The deadline set is the end of 1990. 
Apparently, he offered his position to his 
deputy, Goh Chok Tong, after the 1988 gen- 
eral elections but was persuaded by the lat- 
ter to continue for another two years. One 
reason given was that there were several 
outstanding issues, such as negotiation of 
water rights with Malaysia, which Goh 


wished Lee to complete before retirement. 


Another reason was that it gave Goh more 
time to get ready to assume the premiership. 
The reasons given appear logical, but as a 
Singaporean I am worried. No politician 
-worth his salt would give up a chance to be 
his country's leader even if he had to strive to 
be it. Here is one who is offered the position 
and is temporarily declining it. Goh could 
easily become prime minister and appoint 
Lee a minister of special projects to complete 
whatever necessary duties. 
. It frightens me to think that while Ben- 
azir Bhutto, a leader with relatively few 
years’ political experience compared with 


New York City (212) 838.3110 
Mexico City (3) 584-9866 
Great Britain 0-800181. 123 


italy 16758-22005 





LIS, A. Canada (800) 223-6800 West Germany OD 30-22-10 n adrid db 401- 12 
Frankfurt (069) 299.8770 


Milan (02) 669-86131 


Goh, is prepared to govern a country of 100 - 
million plus people in a potentially explosive 

environment, Goh seems unready to lead . 
a small city state of 2.6 million people in ` 
a country with a booming economy, a 


friendly press, cooperative trade unions and : 2 T 
a generally docile people. I feel both sad and 8 


incredulous at the same time. 

Perhaps, as in many things that are hap- 
pening in Singapore of late, there is much 
more than meets the eye. 

Singapore ‘A WORRIED SINGAPOREAN’ 


Hoagy the high-minded 
Derek Davies [TRAVELLER'S TALES, 5 Oct.] 
quotes from a Hoagy Carmichael song and 
approves “kicked old Buddha’s gong” as a 
euphemism for defying the repressive re- 
gime in Peking. 

While completely supporting the senti- 
ment which Davies is seeking to express, I 
believe that his choice of euphemism is un- 


fortunate, symbolising as it does the use of. E E 
certain illegal substances — presumably .. 


opium or its derivatives. 


In the song Minnie the Moocher recently — ee 


_ revived in The Blues Brothers, Minnie learns © 
to “kick the gong around" which leads her = 
to dream about the king of Sweden, but. ©- 
what he symbolises I leave to the imagina- _ 
tion of your gentle readers. | oe 
London 
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Half a billion 
- people, the world's 
- largest national 
- electorate, go to the 
- polls in late 
= November in India. 
- The real choice 
— facing them is 
whether they will 
put their faith in 
- — continuing the 
“dynastic democracy” of the Gandhi- 
Nehru family which has led the ruling 
Congress party for decades. Or, will they 
cast their lot with the opposition, which in 
recent months has begun sensing the 
chance of wielding power? New Delhi 
bureau chief James Clad describes the 
public's disaffection with the Congress, 
which has been plagued with corruption 
scandals and has lost its ideological edge as 
the movement that won the country’s 
independence. He also dwells on the 
disarray of the opposition groupings 
which are riven by mutual suspicion and 
the egotism of ambitious power-seekers. 
Contributor P. P. Bala Chandran traces the 
reasons for the impressive growth of 
anti-Congress regional parties, which have 
come to wield considerable influence at the 
national level. Although foreign policy, 
defence, corruption and inflation are the 
obvious national issues, the election will 
likely be decided on a plethora of local 
concerns. 20 
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Sealing Off Siachen 

Both China and the US have been strongly 
warning the Pakistan military not to 
aggravate armed confrontation with India 
over the dispute at the 17,000-ft-high 
Siachen glacier, where both countries 
maintain troop concentrations and 
occasionally indulge in the world’s highest 
altitude artillery duels. China backed with 
arms and diplomatic support Pakistan's 
two earlier wars with India, in 1965 and 
1971. However, Peking has consistently 
told Pakistan Prime Minister Benazir 
Bhutto — who visited Siachen about two 
months ago — that it will not supply arms 
or high-altitude combat advisers if the 
conflict escalates. China is anxious not to 





Regional Affairs 


Hongkong: China 

Relations worsen between the British 
colony and its future Peking masters after 
acrimonious exchanges 10 


Hongkong: Lobbying 

The colony’s legislators bungle a chance to 
put a strong case before sympathetic 
Commonwealth leaders 10 


Commonwealth : Agreement 
Commonwealth leaders agree on 
initiatives covering the environment and 
other issues, while Britain’s Thatcher is 
isolated on South Africa 12 


Pakistan : Bhutto 

Prime Minister talks about her aspirations 
for the Commonwealth and discusses her 
national policies 13 


imperil a gradual improvement of 
relations with New Delhi — with which it 
has its own, high-altitude border dispute 
over the Aksai Chin area west of Tibet. The 
US, similarly destrous of keeping its. 
improved ties with India on track, has also 
warned against allowing the Siachen 
dispute to widen. 


Revived Resistance 

A recent field report from a Vietnamese 
army unit in Cambodia — before the 26 
September withdrawal of Hanoi's troops 
from the country — indicated a greater 
degree of coordination among the three 
resistance factions than most Western 
observers believe. An 80-man Vietnamese 
infantry unit, based in Kompong Thom 
province, just north f Phnom Penh, said it 
set out on a mission to attack a Khmer 
Rouge unit on 19 July, expecting to find the 
usual resistance force of no more than 100 
guerillas. Instead, they were surrounded 


FAR EASTERN ECONOMIC REVIEW 





South Korea : Politics 

Dissidents surface from the underground 
and announce plans to form the 

country's first leftist political 

party 19 


Vietnam : Refugees 

The UNHCR’s voluntary repatriation 
programme appears to be working, but 
relatively few of Hongkong’s more than 
50,000 boat people are signing up 31 


Philippines : Land Reform 

Growing opposition to President Aquino's 
candidate to head the sensitive Land 
Reform Commission threatens the 
programme's viability 32 


Cambodia : Refugees 

UN-sponsored security experts are setting 
up a Western-style judicial system in 
Cambodian refugee camps in Thailand to 
help curb widespread violence among the 
inmates 32 


Foreign Relations : US—South Korea 
President Roh's visit to Washington 
highlights the increasing strains in 
defence and economic links between the 
twoallies 38 


Arts and Society 


Thailand : The Sex Industry 

From Patpong to Pattaya, the business of 
sex has become so institutionalised that 
neither AIDS nor an embarrassing image 
threatens it 44 


by an estimated force of 400 men, 
comprising both Khmer Rouge and 
fighters from the two non-communist 
resistance factions, and were forced to 
withdraw having lost five killed and six 
wounded. According to the Vietnamese 
unit commander, the engagement was 
the most serious he and his troops had 
fought during their three years in the 
province. 


Labour Under Surveillance 


South Korea’s intelligence branch, the 
agency for National Security Planning 
(NSP), has apparently stepped up its 
surveillance of labour activities since the 
beginning of this year. Unionists report 
that intelligence agents earlier this year 
resumed visits to the Federation of Korean 
Trade Unions (FKTU), which were 
suspended after Roh Tae Woo assumed 
the presidency in February 1988. The FKTU 
is the umbrella group for South Korea's 
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China : Borrowing 


Commercial bankers resume lending to 
Peking despite Western sanctions 48 


China : Economies 
The World Bank endorses Peking's credit 
squeeze 49 


Australia : Commodities 
Wool prices plunge as Chinese and 
Japanese demand dries up 50 


Indonesia : Projects 

A decision by Scott Paper of the US to pull 
out of a US$654 million pulp mill project in 
Irian Jaya takes Jakarta by surprise 51 


Indonesia : The Law 
Foreign businesses voice disappointment 
over Jakarta's new patentlaw 52 


Japan : Markets 
Tokyo's Big Four brokers lose their grip on 
the stockmarket 53 


Asia : Industry 

Hongkong's army of small printers turns 
the territory into a global centre for the 
printing of books and magazines 60 


Taiwan : Industry 

Computer makers feel the effects of the 
global slowdown in the electronics 
market 62 


Hongkong-US : Banking 
Hongkong Bank's US subsidiary Marine 
Midland scales down its ambitions 63 


moderate trade-union movement. NSP 
agents have become even more aggressive 
in recent months, once again visiting 
Offices of FKTU-affiliated unions. 


Butler in the Soup 


Australian 
Ambassador to 
Bangkok Richard 
Butler found himself 
in hot water with his 
government over 
public comments he 
made on the 
Cambodian issue. In 
an interview 
published by the 
Bangkok Post on 21 October, Butler 
criticised Asean's diplomatic campaign to 
achieve a comprehensive political solution 
in Cambodia — saying it was being "used 
as an excuse to avoid a settlement" — and 
also intimated that Canberra was on the 


Hun Sen. 
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Bond's ballooning losses (74). 


Macau-Taiwan : Economic Relations 
Macau gears its infrastructural 
development to the needs of Taiwan 
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road to setting up a mission in Phnom 
Penh, even though Australia and Western 
countries do not recognise the Vietnam- 
supported regime there, headed by 
Premier Hun Sen. Butler's superiors in the 
Australian Foreign Ministry were 
reportedly not amused by his remarks. 


Butler, who arrived in Bangkok in January, 


was at the centre of a similar row in May 
when Hun Sen, during a visit to Bangkok, 
quoted the ambassador as telling him that 
Australia understood the reasons for 
Vietnam's invasion of Cambodia. 


Bangkok Bias 


Two recent US Department of Defence 
(DOD) reports on Cambodia have become 
something of a political football in the 
unfolding diplomacy over Indochina. 
Bangkok's The Nation newspaper on 23 
October played up a passage in a report by 
the DOD's defence intelligence officer, John 
Sloan, saying that "from a strategic 
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standpoint, we can safely say that the 
Vietnamese army has, in fact, withdrawn 
from Cambodia . . . even if some individual 
troops remain, Vietnam no longer has 
organised military units in Cambodia 
capable of carrying out combat 
operations." This view agrees with Thai 
Prime Minister Chatichai Choonhavan's 
thinking. However, The Nation wrongly 
attributed this passage to the more senior 
Rear-Adm. Timothy Wright, director for 
East Asia and the Pacific Region and the 
author of a second DOD paper. Also, the 
newspaper did not emphasise Sloan's 
other thrust that Vietnam continues to 
exercise important influence in Cambodia, 
nor did it focus on the major point of 
Wright's paper that Chatichai had taken 
steps to solve the Cambodian problem 
"that have diverged from the [Asean and 
US] lines." Some, not least Chatichai's 
critics, see a consistent bias in The Nation's 
reporting. 
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Sino-British relations deteriorate over dissident s exit to the US 





By Emily en = Hongkong | EEA A 


ino-British relations over er Hongkong 

deteriorated further in late October 

when the Chinese authorities pub- 

licly accused the colonial govern- 
ment of lying about concessions it had alleg- 
edly made to secure Peking's agreement to 
resume taking back Chinese illegal immi- 
grants. 

The latest row followed an announce- 
ment by the two governments on 23 Oc- 
tober that China would again accept back 
illegal immigrants, having halted its 
longstanding practice of receiving them on 8 
October in retaliation for the Hongkong 
Government's decision to allow Chinese 
dissident swimmer Yang Yang to go to the 
US instead of repatriating him to China. 
More than 1,000 Chinese illegal border- 
crossers had banked up in holding centres. 

The announcement said the two sides 
reaffirmed agreements made in 1974, 1980 
and 1982 on the repatriation of illegal immi- 
grants and visitors who overstayed their 
permits. However, the Hongkong Govern- 
ment added that no concessions had been 
made to China. This provoked a stinging re- 
sponse from the official Xinhua newsagency 
Hongkong branch, Peking's de facto repre- 
sentative office. At an unusual press confer- 
ence the following day, Xinhua officials ac- 
cused the British of lying and threatened to 










5 the fate of Hongkong, - 
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disclose the content of a written agreement 

which allegedly contained undertakings 

given by the Hongkong Government. 
Xinhua officials said the Hongkong Gov- 


ernment had repeatedly apologised to them 


during the two-week negotiations about the 
consequences of the Yang Yang affair. They 
said the government had asserted that it had 
no intention of allowing Hongkong to be- 
come a base to subvert China and listed ac- 
tions it had undertaken to limit such ac- 
tivities. Based on the Hongkong Govern- 
ment's “sincerity to cooperate" and a 
number of "substantial commitments," 
China agreed to accept the illegal immi- 
grants, Xinhua officials said. 

The Hongkong Government agreed it 
had told the Chinese Government there was 
no intention of allowing the colony to be- 
come a base for subversion, and had also de- 
cared that Hongkong laws applied equally 
to all and no group would be given more tol- 
erance than the law allowed. It had express- 
ed regret to Xinhua about any embarrass- 
ment caused as a result of the latter’s state- 
ment on Yang, in which Xinhua promised 
Yang and other dissidents would not be 
persecuted if sent back to China. A Hong- 
kong Government official said it had asked 
Xinhua to give the undertaking, but Xinhua 
took that to mean that Yang would be sent 
back to China. 

A Hongkong Government official, who 
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retused to be named, denied claims attri 
buted to Chinese officials that the govern: 
ment had given undertakings to Xinhua that 
the Alliance in Support of the Patriotic 
Democratic Movement in China — a pres- 
sure group formed during the Chinese stu- 
dent protests in May and June — would be 
disbanded, that mainland dissidents wouldli 
be handed over, and that local media opin-: 
ion would be controlled. 

There were no such concessions, the offi 
cial added, and that was why Xinhua wouldl 
not carry out its threat to reveal the content 
of the agreement. The official insisted that: 
the government would continue to exercise: 
discretion over what kind of people to send: 
back to China. 





he official also denied an allegation. 

by Xinhua's vice-director, Zhang 

Junsheng, that the government. 

had told the Chinese that it was 
under pressure from the US Congress and 
5tate Department to let Yang go. The 
Xinhua officials had reacted the way they 
did because they wanted to show their mas- 
ters in Peking that they had taught Hong- 
kong a lesson and to show publicly they had 
the upper hand. The Hongkong Govern- 
ment understood this requirement and 
hence the wording of the agreement was 
adequate for them to make their report to 
Peking, he said. 


Arculli and Miriam Lau, ddn not try — on ‘thee vh. | 
would not be welcome as 5 their message: was critical of TE 


id the duse the initiative to get Mietiseluta into: the 

of the conference, as did the African National Con- 
-African and. environmental. t pressure gops, ; 
ings, held at their hotel, r 
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The latest row follows strident remarks 
My British Prime Minister Margaret Thatcher 
"who used the platform of the Common- 
wealth Heads of Government Meeting in 
Malaysia on 18 October to further "inter- 
wnationalise" the issue of Hongkong. 
"Safeguarding Hongkong’s future was also 
Braised in the July meeting of the Group of 
"Seven industrialised nations held in Paris, 
sand Hongkong Governor Sir David Wilson 
made several surprisingly assertive re- 
marks during a tour of the US in mid- 
October. The Chinese responded by ob- 
jecting to the issue being raised in inter- 
national forums. 

The comments by Thatcher and Wilson 
reflected an evident shift in London’s policy 
towards Peking. In a July cabinet reshuffle, 
Thatcher made John Major her new foreign 
secretary and appointed Francis Maude the 
new Foreign Office minister responsible for 
Hongkong. Previously, Britain had been 
criticised by some observers and local politi- 
cians for “kowtowing” to China and for sac- 
rificing the interests of Hongkong people for 
the sake of commercial and diplomatic bene- 
fits for Britain. 

The bloody suppression of Peking de- 
monstrators in June shocked London, 
which in turn put the blame for the resulting 
slump in Hongkong’s confidence upon 
China. That was rejected by Peking, which 
claimed the confidence crisis was of Hong- 
kong’s own making. 

Having previously ruled out giving the 
right of abode in Britain to the approxi- 
mately 3 million people who were so enti- 
tled before changes in the British nationality 
laws, London seemed to have decided some 
gesture was necessary to restore confidence. 
Given the weak state of the Chinese econ- 
omy, London is believed by some analysts 
to have concluded that the foreseeable pros- 
pects for doing business were dim and that it 





Wilson in Washington: assertive. 


had little to lose by getting tough with Pe- 
king. 
y CP consideration for London was 
the urgent need to help the colonial govern- 
ment reassert authority and shake off its 
lame-duck image. The British House of 
Commons’ Foreign Affairs Committee's re- 
port on Hongkong, published in July, said it 
was of “redoubled importance that Britain 
acts and is seen to act as a strong champion 
of Hongkong's interests." 


he deterioration in relations be- 

tween Hongkong’s administrators 

and China goes back to July, when 

China accused the colonial govern- 
ment of condoning activities aimed at sub- 
verting the Chinese Government. The target 
of Peking's attack was the Alliance. Peking 
urged then that the Alliance be banned but 
the demand was rejected. Then came the 
Yang Yang incident. 


H 


u 


An additional irritation to Peking was the 
announcement on 12 October by Chief Sec- 
retary Sir David Ford that the British naval 
base on the waterfront adjoining the Central 
business district would be moved to a 
nearby island within the harbour in 1992. 
The Chinese said the issue involved the ar- 
rangements for the stationing of People’s 
Liberation Army forces in Hongkong after 
1997. 

Ke Zaishuo, the head of the Chinese 
team of the Sino-British Joint Liaison Group 
(ILG), a diplomatic body set up to liaise on 
the implementation of the joint declaration, 
said the matter was being discussed by the 
JLG and it was unacceptable for Britain to 
create a fait accompli. 

It was immediately following this row 
that Thatcher fuelled the controversy by call- 
ing on the Commonwealth heads of state to 
give a clear statement of support for Hong- 
kong and to urge China to rebuild confi- 
dence in the colony. At the same time, Wil- 
son told his US audience there was no ques- 
tion of an administration of British officials 
handing the Hongkong administration over 
to Peking officials in 1997. "Hongkong is to 
be run by the people of Hongkong,” he said, 
adding he was grateful for the international 
attention on Hongkong and calling for con- 
tinuing "sympathetic scrutiny" of Hong- 
kong affairs. Wilson also urged the US to 
consider giving boltholes to Hongkong 
people without imposing initial residence 
requirements. 

Thatcher and Wilson's remarks drew an 
immediate response from the Chinese. A 
spokesman for the Foreign Ministry said 
China was adamantly opposed to Britain's 
attempts to "internationalise" the Hong- 
kong question, which Peking felt should be 
resolved by Britain and China. The spokes- 
man added that to discuss Hongkong at any 
international forum was "inappropriate." m 


— to allow the association of 
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But instead of picking up and running with Lee's suggestion, 
the Hongkong delegation pushed no specific . They 
confined themselves to "explaining Hongkong's situation" to 
whoever would see them. They reiterated the theme of the in- 
stitutions they belong to — known collectively as Omelco — that 
Britain should give the right of abode to all oe ps 
passport-holders. But they had no Yum proposals for what 
other Commonwealth countries could do in the expected event 
that Britain will give abode to only a small portion of these pass- 
port-holders. It is known that Canada and Australia are not cur- 
rently in favour of a "safety net" scheme of the sort 

Lee as they want to attract a steady stream of the best migrants, 
rather than give a commitment which may or may not be re- 
deemed. But that was no reason for the delegation not to start 
campaigning with other countries now, in the knowledge that 
Brtain's own will be i te. 

Nor did the Omelco trio manage to even begin any discussion 
of Hongkong maintaining some post-1997 association with the 
social, economic and sporting activities of the Commonwealth. 
This would be permissible under the Sino-British Joint Declara- 
tion but would need a change in Commonwealth rules — for 


which unanimity would be required 
a territory of a non-member. The Commonwealth is to examine 
widening membership to include several formerly British-run 
territories which for various reasons have not joined or are not 
The high spot of the Omelco delegation's visit was a meeting 
with British Foreign Secretary John Major — a person who they 
can meet anytime they like in London. Nothing new was said on 
either side. Otherwise, almost all that could be managed by the 
tatives of H gs 5.5 million people — a bigger 


population than that of 33 out of the 49 Commonwealth countries - 


— were brief meetings with Lee and with the New Zealand and 
Australian foreign ministers. 


But while Thatcher raised the issue of Hongkong’s future dur- - 
ing the CHOGM discussions, she drew most of the media attention 


back to South Africa, by issuing a statement attacking the joint 
communiqué's position. Hongkong issues and the Peking mas- 
sacre in June — or any Asian issues — got scant attention. In- 
deed, without the persistence of the Hongkong media at press 
conferences, they would have gotalmostnone. - | 

m Philip Bowring in Kuala Lumpur 
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HEGIONAL AFFAIRS 


COMMONWEALTH 


Summit reaches agreement on host of issues 


Consensus in the club 


By Suhaini Aznam in Kuala Lumpur 


espite some predictable friction be- 

tween British Prime Minister Mar- 

garet Thatcher and other leaders 
over sanctions against South Africa, the 
hosting of the latest Commonwealth Heads 
of Government Meeting (CHOGM) proved a 
successfully trouble-free exercise for Malay- 
sian Prime Minister Datuk Seri Mahathir 
Mohamad. 

As in previous meetings, the apartheid 
issue commanded the spotlight for the 49- 
country grouping in Kuala Lumpur. The 
choice of a new Commonwealth secretary- 
general to succeed Sir Shridath Ramphal 
also put paid to suggestions from Canberra 
that its preferred candidate would bring 
more attention to Asia-Pacific affairs. Emeka 
Anyaoku, the Nigerian chief who has been 
deputy secretary-general for 12 years, won 
more votes than former Australian prime 
minister Malcolm Fraser, and was declared 
"unanimously" elected. Anyaoku takes 
over in July 1990, 

However, over 18-24 October the lead- 
ers’ agenda did include issues directly 
touching on Asian and Pacific member 
countries: the environment, drugs, Viet- 
namese refugees, the future of Hongkong, 
debt problems and programmes for further 
scientific and technical cooperation. This 
CHOGM also saw the endorsement of an 
equity fund to draw private-sector invest- 
ment to developing countries. 

Pakistan Prime Minister Benazir Bhutto's 
presence marked Pakistan's re-entry 17 
years after her father, the late Zulfikar Ali 
Bhutto, led Pakistan out of the Common- 
wealth in 1972 in protest over 
its recognition and admission 
of Bangladesh. 

On Hongkong, the 
CHOGM's final communiqué did 
not put the onus of restoring 
confidence directly on Peking, 
as many in the territory hoped 
it would. Stressing Hong- 
kong's importance as an inter- 
national trading and financial 
centre, the leaders “acknow- 
ledged the concerns of the peo- 
ple of Hongkong and agreed 
that those in a position to 
do so would assist in any way 
possible in promoting the con- 
tinued prosperity of Hong- 
kong." 

The communiqué  wel- 
comed reaffirmation by China 
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and Britain of their 1984 Joint Declara- 
tion (which provides for Hongkong to 
have a high degree of autonomy after 
its return to China in 1997), and said its 
successful application was "vital to the 
maintenance of international confidence in 
Hongkong." 

Individually, several leaders including 
Australian Prime Minister Bob Hawke de- 
clared willingness to help in placing Hong- 
kong people should any emergency arise, 
but the immediate focus was more on steps 
to encourage key people to stay. Mahathir 
said it was not the place of foreign govern- 
ments to stop people leaving if they chose 
to, but alternatives to migration should be 
examined so as to maintain Hongkong's 
prosperity. 

Meanwhile, Canada's softly worded ini- 
tiative to set up a governmental working 
group on human rights was received cauti- 
ously, with many developing countries see- 
ing it as a lever for developed countries to 
interfere in their internal politics. "The fear 
of developing countries is it's a bit of a Trojan 
Horse," Canadian External Affairs Minister 
Joe Clark told the REVIEW. "We're not in- 
terested in running a list of human-rights 
abuses in specific countries." Ottawa's pro- 
posal calls for a group of eight to 12 experts 
to review existing Commonwealth coopera- 
tion on human rights and suggest future 
avenues of action, largely in legislation. 

In a separate proposal, Ramphal made 
more headway suggesting that the Com- 
monwealth make available, upon request, a 
team of observers specifically to monitor 
elections in member countries. “The demo- 
cracy facility is a good idea," Papua New 





Mahathir and Ramphal: friction amid the fraternity. 
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Guinea (PNG) Prime Minister Rabbi: 
Namaliu said. “We support it.” 
A new “Langkawi Declaration" on thi 
environment, named after the Malaysian re 
sort where the leaders retired for less forma 
discussions, emerged after Mahathir work 
ed out a compromise between Indian anc 
British positions. India insisted on having it: 
proposed Planet Protection Fund (PPF), firs 
enunciated at the Non-Aligned Movemen: 
summit, included in the declaration. By thi: 
proposal, all countries save for the very 
poor, are to contribute a thousandth of their 
GNP to the fund, thus raising about US$18 
billion. 
Britain had insisted that no new fund. 
ing be set up. As the Commonwealth’: 
largest contributor, accounting for 10% 
of its funds, Britain was loath to enter 
into any further financial commitments. 
"I am not objecting to new money . . . 
I'm objecting to it going to a new bureau- 
cracy," said Thatcher, urging the use of 
existing institutions. In efforts to accommo- 
date both, Malaysia saw the passage of a 
much watered-down version of its original 
draft. Both a general environment fund and 
the PPF were mentioned, but so was the 
UN as a possible mechanism for disburse- 
ment of funds. 
The dumping of toxic waste in the 
Pacific, rising sea levels and the damage 
caused by drift-net fishing were major prob- 
lems for the small island states, noted PNG's 
Namaliu. Maldives President Maumoon 
Abdul Gayoom brought home the point that 
if his country were to host the CHOGM in 
2025, "we will have a cosy meeting on the 
seabed." 
The Commonwealth called for a ban 
on “wall of death" fishing, using 50-70 
km drift nets which ensnare everything 
in their paths, wasting 60% of the catch 
and killing endangered species. The Pacific 
islands were particularly vulnerable 
and discussions pointed to Japan, South 
Korea and Taiwan as the major culprits. 
Thailand and Singapore should also be 
persuaded to stop processing 

* fish caught by this method, 
said Canada's Clark. So far, 
only Thailand has indicated 
willingness. 

On Vietnamese boat 
people, the Commonwealth 
acknowledged the “special dif- 
ficulties” faced by countries of 
first asylum. Priority should be 
given to efforts to repatriate all 
who failed to qualify as gen- 
uine refugees, read its com- 
muniqué, the closest reference 
to forced repatriation. The com- 
muniqué added that the Or- 
derly Departure Programme 
must remain the sole mode of 
departure from Vietnam and 
urged Hanoi to implement it 
fully. z 
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Jenazir Bhutto supports budding democractes 


Nurturing freedom 


he return of Pakistan to the Com- 
T monwealth in the wake of its return 

to democracy made Prime Minister 
Benazir Bhutto's attendance a highlight of 
he Commonwealth Heads of Government 
Meeting (CHOGM) in Kuala Lumpur. To 
mark the occasion, she gave an interview to 
REVIEW editor Philip Bowring. Some ex- 
zerpts: 


What are your ideas for the promotion of 
idemocracy internationally? 

Mrs [Corazon] Aquino [president of the 
Philippines] has suggested a society for 
emerging democracies. I have proposed an 
association of democratic nations. Secretary- 
General Shridath Ramphal has proposed a 
Commonwealth facility to help democracy. 
These three things should come together 
with three aims: to promote democracy 
where there is no democracy; to assist 
democracy with electoral missions; to lend 
moral support to countries which have be- 
come democratic. 

This is an idea whose time has come. 
Countries which have regained democracy 
have gone through similar problems, such 
as the Philippines and Pakistan. When elec- 
tions are held, it is important that they are 
not robbed. The presence of observers can- 
not prevent rigging, but if an attempt is 
made to steal an election, the claims of the 
cheater can be seen to have no validity. 

We want to use the platform of the Com- 
monwealth for promoting human values. 
Many countries have reservations about my 
ideas, but we need some kind of interna- 
tional court or forum for this. Because my 
own father was unjustly tried, I know how 
important it is to have an independent 
forum. There is the European Court of Jus- 
tice. The Commonwealth could have such a 
body, even if it were just advisory, which 
could determine what is a political trial and 
what is a substantive one. 


What about the situation in Afghanistan, 
given the military stalemate and divisions 
among the mujahideen? 

The essential requirements of a solution 
remain more or less the same. The AIG [the 
rebel Afghan Interim Government] does 
provide the key to a political settlement. 
Mujahideen leaders [from Pakistan] recently 
attended a Teheran-sponsored seminar and 
reached agreement with Iran-based mujahi- 
deen for participation in the interim govern- 
ment. This was significant. 

Unless there is a broad-based govern- 
ment with the AIG as its core, I don't see how 
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we can get peace. The Soviets have left, but 
the regime left by the Soviets is still in 
power, and for Pakistan and Iran the 5 mil- 
lion refugees remain. The main stumbling 
block has been the refusal of Dr Najibullah 
to step aside. 


Is it possible to have a coalition including 
Najibullah? 

None of the Afghans is prepared for that 
— none of the émigrés, none of the com- 
manders in the country, King Zahir Shah — 
none of them. But the AIG has said it will in- 
dude "good Muslims" — those not as- 
sociated with purges. 


What do you think about the domestic poli- 
tical situation? 

I don't see any likelihood of early elec- 
tions. In a parliamentary system, you can go 
for early elections, and I have left the door 










Time to release the human spirit. 


open to the opposition and they can 
negotiate with us and if they can convince 
us, fine! But for the time being, I don't see it. 

When our party won power, we knew 
the situation was not like in countries which 
have had democracy all the time. But our goal 
was to build democratic institutions in Pakis- 
tan. We have been working assiduously. 

Gen. Zia [ul-Hag, the late president] 
could not govern without military courts 
and severe limitations on freedoms. 

We have total freedom to criticise, even 
to abuse. We have a free press, and a lot of 
the opposition's hue and cry is psychologi- 
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cal warfare. One must distinguish between 
their threats and reality. The government is 
durable. 

We have a tough IMF programme where 
we have had to raise electricity and fertiliser 
charges, which have hit the poorer sections. 
But the opposition has been unable to whip 
up popular sentiment. The people are with 
us, they want democracy and constitutional 
government. No matter what the provoca- 
tion, we will take the boat of democracy 
gently down the river. 

The biggest threat is not the opposition. 
It is the drug runners. Ever since we de- 
dared war on them, they have declared war 
on us. Our legislators were offered huge 
sums — US$1.5-2 million — to break with 
the party. But because they have been 
through a long struggle and because of the 
sentiments in their constituencies, by the 
grace of God, none of them broke. 


What about your economic policy? 

Trade and economics are slow to get off 
the ground but we are having our first 
privatisation next May. The public sector is 
going to disinvest some of its profitable parts 
by selling shares and with the money will in- 
vest in public-sector projects in undeve- 
loped areas where the private sector does 
not go. 

The amount of investment sanctioned by 
the government has more than doubled this 
year, but will take two to three years to 
manifest itself. Pakistanis overseas are an- 
xious to invest, and the government has 
sanctioned a massive project for the Over- 
seas Pakistani Foundation to invest. 


Is this a reversal of your father's 

socialist policies? 
Nationalisation and the public sector did 
have a role to play in Third World countries. 
In Pakistan, the public sector created the 
steel mill, the Port Qasim complex and so 
on. But once the basic infrastructure has 
been set up, inertia and bureaucracy take 
over. The human spirit of the private sector 
should take advantage of the infrastructure 
to develop society further. 


What about security? 

The law-and-order problem in Sindh is 
serious and is a discouragement to invest- 
ors. But there has been some progress. The 
problem is mainly due to the Afghan war, 
the lethal combination of drugs and guns. 
There have been proposals that we should 
do a house-to-house search for weapons. 
But I am reluctant because even though the 
aim is good, it could lead to excesses. 


And the army? 

We have had a smooth relationship. 
They have committed themselves to demo- 
cracy. Under the present leadership, the 
professionalism of the armed forces has 
been raised tremendously. All promotions 
are now done on professional lines. n 
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AFFAIRS 


China's Zhao released 
from house arrest 


> Disgraced former Chinese Communist 
Party general secretary Zhao Ziyang has 
been freed after being under house arrest 
for months. Chinese sources said Zhao 
recently went to Guangdong, where he 
worked for two decades. Zhao's opponents 
wanted to put him ori trial for his alleged 
connection with the May-June pro- 
democracy demonstrations in Tiananmen 
Square. But the handful of powerful 
octogenarian leaders still wielding power 
recently concluded that Zhao should be 
treated like his predecessor Hu Yaobang 
and regarded as guilty of errors but not 
liable to face criminal charges. 


New Zealand opposition 
leader demotes rival 


> New Zealand's opposition National 
Party leader Jim Bolger is under pressure 
after demoting popular front-bencher 
Winston Peters on 19 October for publicly 
accusing the party of failing to give 
leadership. Peters was dropped in ranking 
and stripped of one shadow portfolio 
(employment) though not the other (Maori 
affairs). Peters, the party's only MP of the 
indigenous Maori race, has for 18 months 
been consistently the second-highest 
polling politician and far ahead of Bolger. 
Meanwhile, supporters of shadow finance 
minister Ruth Richardson have been 


manoeuvring to have her elected in Bolger's 


place. 


Khmer Rouge claims 
strategic breakthrough 


> The Khmer Rouge, the communist 
faction in the tripartite Cambodian 
resistance coalition, claimed on 22 October 
that its troops had captured Pailin, a 
strategic town in southwestern Cambodia 
near the Thai border. The group's 
clandestine radio said its fighters had 
"completely liberated" the town, where 
Cambodian Government defenders had 


been under virtual siege for several months. 


Not only is Pailin strategically placed on the 


route to the city of Battambang, it is situated 


in a rich gem-mining area. Diplomats and 
military analysts were unable immediately 
to confirm the claim. 


Japan Socialists in support 

of Western community 

> The Japan Socialist Party (JSP), the main 
opposition group, said for the first time that 
the country would remain politically and 
economically a member of the Western 
community if it were governed by a 
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coalition led by the jsp. After a central 
committee meeting, party secretary-general 
Tsuruo Yamaguchi added that this new 
stance did not have any military 
implications because the constitution 
forbade Japan from entering collective 
security arrangements. The party was 
recently criticised by other opposition 
parties because it had not declared its 
support for the West. 


Palestine opens embassy 

in Indonesian capital 

> Palestine opened an embassy in Jakarta 
on 19 October after Indonesian Foreign 
Minister Ali Alatas and his Palestinian 
counterpart, Faroug Kaddoumi, signed a 
joint communique in which Alatas pledged 
Indonesia's “unflinching support" for the 
Palestinian people. Indonesia gave official 
recognition to the State of Palestine on 16 
November 1988, a day after it was declared. 
Alatas said Indonesia would set up its 
embassy to Palestine in Tunis but did not 
give a date. Indonesia's current ambassador 
to Tunis is expected to be accredited to the 
Palestinian state. 
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"includes registered practitioners and medical assistants 
? includes trained nurses and paramedical health workers 


Source: World Development Report 1989 


Taipei accepts first 
Chinese dissidents 


> Three Chinese dissidents arrived in 
Taipei on 19 October after Taiwan granted 
them political asylum — the first Taipei has 
accepted since Chinese troops crushed the 
mainland's pro-democracy movement on 
3-4 June. Taiwan's semi-official Free China 
Relief Association said the three dissidents 
were deemed in danger of political 
persecution in China for their participation 
in the movement. Taipei, while avowing its 
support for the movement, has resisted 
accepting dissidents — including more than 
50 asylum-seekers now stranded in 
Hongkong — and is though to fear a 

flood of applications from students 
participating in the movement at 
universities overseas. 
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Burma says detainees may 
not contest elections 


P» A spokesman for 
Burma's ruling State 
Law and Order 
Restoration Council 
announced on 20 
October that 
politicians under 
detention would not 
be allowed to run in 
elections scheduled 
for May 1990. "Unless 
and until a judicial court has decided if a 
detained politician is or is not guilty of the 
offence alleged against him, the question o 
his elegibility to contest the election will 
have to be kept pending," the spokesman 
said. Since July, an estimated 5-8,000 
political activists have been arrested in 
Burma. Four of the top eight leaders of the 
main opposition party, the National Leagu 
for Democracy, have been detained, 
including chairman Tin U and general 
secretary Aung San Suu Kyi. But as they 
have not yet been charged with an offence, 
it remains unclear whether the new 
announcement will effect them. 
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UN resolution on Cambodia 
gathers surprising support 

> This year's UN resolution on Cambodic 
again spearheaded by Asean and criticisin; 
Vietnam, is receiving surprisingly strong 
support. It had been expected that Hanoi’s 
withdrawal of troops from Cambodia in 
September might reduce support for the 
resolution this year. Indeed, some co- 
sponsors insisted on amending the tough 
draft resolution prepared by Asean to 
acknowledge the so far unverified 
withdrawal. However, by 24 October then 
were 64 co-sponsors (the same as last year 
and several more will join when the 
resolution is tabled soon, then debated arx 
voted on in mid-November. Last year 122 
countries — the largest number since 1979 
— voted in favour of the resolution. 


Singapore opposition MP 
cleared on charges 

> Singapore's lone opposition MP, Chian 
See Tong, has been acquitted of charges of 
publishing a newspaper without a permit 
by a magistrate’s court in Singapore. The 
charges related to Demokrat, the publication 
of Chiam's Singapore Democratic Party, 
and a supplement to that publication 
distributed last year. The offences carried 
maximum fines of S$5,000 (US$2,554) or a 
two-year jail term. Under Singapore law, e 
MP fined more than S$2,000 or sentenced 
a year in jail will lose his seat. 
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Every Franco Zeffirelli film is scheduled by Rolex. 


If one were merely to list 
the achievements of Franco 
Zefhrelli... Zeffirelli, the set de- 


signer; Zethrelli, the director of 


stage and opera; Zethrelli, the 
film maker... then just from such 
a list it would be apparent that 
this man has an extraordinary 
energy and talent. 
It is impossible to describe 

that talent; to say why the 
reputation of this man isa legend. 


One must see a Zethrelli pro- 
duction for oneself. His latest 


film of the opera La Trav lata, 


lor instance. Only then can one 
understand why, when it was 

shown on television, 88 per cent 
of all Italian people saw his film 





"Jesus of Nazareth." Why, des- 
pite predictions that Shakes- 
peare would never do well in the 


cinema, his films "The Taming of 


the Shrew” and "Romeo and 

Juliet" became huge successes. 
And why the audiences at his 

productions for opera or stage 


often insist on Zethrelli himself 


taking the final curtain call. 


[tis the vibrancy and depth of 


human emotion which emanate 
from his work that can literally 
overwhelm the audience. 
Zeffirelli was born and 
brought up in Florence where he 
had a classical education. “In 
Florence, you dont have to go to 
school to learn about art and 


civilisation,” he says, “it is all 
around you. I try to bring my 
cultural upbringing to my lina” 

Franco Zefhrrellis taste for 
the classics also extends to the 
watch that he chooses to wear. 
A Rolex Oyster Chronometer in 
I8ct. gold. 

| choose this watch because 

it is he watch. It is above fashion. 
It is the standard. In my own 
work I never /ry to be fashion- 
able. Never. And the same could 
be said for the watch I have 
chosen to wear." 

For Franco Zefħrelli, the Re- 
naissance man, the V 


classic watch by 
ROLEX 


Rolex of Geneva. 
of Geneva 


F 
THE ROLEX DAY-DATE CHRONOMETER IN I8CT. GOLD. ALSO AVAILABLE IN WHITI GOLD OR IN PLATINUM 





In 19M there was only one international hotel in Seoul. 


For reservations, call your travel agent 

or Westin Hotels or direct phone, 

Seoul (82-2) 771-05, Telex: CHOSUN K24256 

Fax: (82-2) 752-1443 C. PO. Box 3706, Seoul, Korea. 
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For many people there still is. The Westin Chosun. 


For over 75 years, one hotel in Seoul has been the choice of kings and presidents, 
captains of industry and those who instinctively seek the finest accommodation wherever 
they travel. 

To further enhance your stay, our rooms and suites have now been totally refurbished 


and beautifully appointed. But you will be pleased to know that our gracious service and 
traditional hospitality remain unchanged. 






THE WESTIN CHOSUN 


Seoul 


WESTIN 


HOTELS & RESORTS 
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cae a KOREA 


"Inderground dissidents to launch political party 


Going public 


e 


l issident figures i in South Korea who 
D have successfully battled into the 
corner two military-backed regimes 
in a sustained campaign for democratic rule, 
are surfacing from underground to launch a 
hew political party next year. In its leftist 
»rogramme appealing to unionised work- 
ars, urban poor, farmers threatened by im- 
»orts, even white-collar middle-class voters 
and intellectuals, the new group resembles 
in early version of the Japan Socialist Party. 
The party's promoters — mostly student 
eaders, labour unionists, farming and 
-hristian activists and liberal intellectuals — 
aave yet to settle on a name for their group 
put they say it will be a "progressive, mass- 
»ased party" seeking a legitimate place in 
the institutional system of parliamentary 
politics. It will field candidates for next year’s 
first local assembly elections, advocating 
petter deals for the working class and more 
vigorous political reforms to- 
wards a fuller democracy. 
The party programme 
outlined at a news confer- 
ence on 13 October advo- 
cates a phased withdrawal of 
the 43,000 US troops based in 
South Korea and the re- 
moval of nuclear weapons 
from the country; replace- 
ment of the current armistice 
agreement with a permanent 
peace treaty with North 
Korea, and a non-aligned 
foreign policy. E 
Domestically, it proposes B 
new legislation designed to W 
break up the economic con- 
trol of the country by large, 
family-owned chaebol business groups, and 
the nationalisation of key industries to pre- 


vent further takeovers by chaebol. Party | 


promoters want this legislation to require 


conglomerates to list themselves on the 


stockmarket. 


Politically, the dissidents are calling for 


punishment of "anti-nationalist" figures of 
the past governments, meaning retired 
army figures and their civilian allies respon- 
sible for repressive policies and corruption 
under the previous president Chun Doo 
Hwan's regime. Dissidents have called 
strongly for dissolving security agencies 
which, in the name of national security, Sá 
secute legitimate acts of dissent. 

These positions clearly place the new 
group at the far Left of South Korea's politi- 
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cal spectrum. While these platforms are gen- 
erally out of favour with conservative oppo- 
sition. parties, both the government and 
mainstream press have welcomed the new 
party's launch, arguing that the emergence 
of dissidents from the shelter of the under- 
ground movement should help to stabilise 
the country's volatile political scene. 

The new party will seek its support 
mainly from radicalised constituencies, in- 
cluding industrial workers, farmers oppos- 
ing market-opening pressures, Christian 
human-rights activists and the intellectuals 
and students who have led the democracy 
movement in the past three decades. These 
groups form the backbone of the National 
Alliance for Democratic Forces, or Chonmi- 
nyon, unified into a single coalition early 
this year. 

However, the outlook for the new party 
appears far from promising. For one thing, 
the party promoters' links with Chonmi- 
nyon, to which they originally belonged, 
have been weakened, with 
that organisation choosing to 
stay as a movement rather 
than merge into the party. 
Representatives of 260 
groups within the alliance 
say they will reserve the right 
to oppose the new party, if 
necessary. 

But Chonminyon is ex- 
pected to maintain a strong 
link with the new political 
group, regarding it as one of 


WEG MP ERICH 


the cart of the country’s so- 
cial and political plurality. 
The new party also. gives 
them a chance to legitimately 
participate in the continuing 
political process, thus showing the electo- 
rate what it really stands for. 

. Chonminyon itself remains strong de- 


-spite the jailing of its top leaders, including 
former chairman Lee Pu Yong. It has not 


only survived numerous police crackdowns 
but even managed to contest a parliamen- 
tary by-election in Seoul’s Yongdungpo B 
district in August where candidate Ko Yong 
Ku won a significant 5.4% of total votes. 
Chonminyon officials claim they can in- 
fluence some 270,000 industrial workers in 
major cities, including Seoul and Inchon, 
150,000 rural voters in the southwestern 
farm belts and several hundred thousand 
middle-class white-collar workers, includ- 


ing teachers who recently have been agitat- - 


ing for an independent trade union. 
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two wheels needed to pull. 


dent leader — 


But these may be unreliable figures for, 
in the last parliamentary general election in 
April 1988, two earlier dissident parties sec- 
ured less than 576 of the national vote and 
had to dose down as mandated by law. 

One problem facing the promoters is 
their ambition to cover every political in- 
terest group — from workers to middle-class 
voters, In doing so, they are running into 
the danger of competing against veteran op- 
position leader Kim Dae Jung's Party for 
Peace and Democracy over the same sup- 
port base, consisting of urban workers and 
southwestern farmers. 

According to former Chonminyon 
spokesman Park Kye Dong, however, the 
new party should clearly distinguish itself 
from the establishment opposition parties. 
The country’s political landscape is rapidly 
changing under the impact of the increas- 
ingly young electorate (nearly 60% of voters 
are below the age of 40) who are becoming 
disenchanted by the charisma-oriented, per- 
sonality-centred political style of the conser- 
vative opposition, Park said. This had re- 
sulted in the waning popularity of lionised 
opposition leaders such as Kim Dae Jung, 
Kim Young Sam and Kim Jong Pil. 

The new crop of dissidents coming into 
political life are much younger and more ag- 
gressive than their predecessors. Hardened 
by years of life in prison on a variety of politi- 
cal charges, Park, 42, in many ways typifies 
a new generation of politicians emerging 
from long years in the underground move- 
ment and now determined to give shape toa 
new form of populism. 

Heading the list of the new party’s pro- 
moters is Chang Ki Pyo, 44, an articulate 
former law student at the élite Seoul Na- 


tional University. Jailed repeatedly under ` E 
the previous governments, he is launching 


the new group convinced that the rise of an. 
industrial proletariat will enable a "progres- 
sive" party to put down roots. | 

Giving interviews from his hiding place 
— the police are seeking him in connection 
with a trip to North Korea by another dissi- 
Chang said South Korea was 
politically outgrowing the charisma of the 
three Kims. 

Issues rather than personalities will steer 
the new group, he said. Unlike the conser- 
vative opposition — where consensus Cus- 
tomarily overrides debate — it hopes to in- 
troduce a tradition of a democratic forum. 
The party's financial needs will come from 
monthly dues from the 100,000 members it 
estimates can be recruited next year. 

That would be a revolutionary change in 
South Korea's political institutions, which 


have relied mostly upon big business dona- = 
tions for their operations. And as people like == 
Park and Chang have learned to organise — 
- and fight under the constant threat of gov- -> 
ernment repression, many give them a 5 
more than even chance of getting the party. 
off the ground if they manage to avoid intere .— 


nal ideological fractiousness. " 
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Faded Gandhi family magic and a barrage of scandals 


The moment of trut 


| By James Clad in New Delhi ERR 


s the next Indian general election 

draws closer, a deceptively simple 

question is also nearing resolution: 

can the country's opposition par- 
ties wrest power from the ruling Congress? 
Even if they can, another question arises: is 
there any chance that the opposition parties 
will manage to make an alternative govern- 
ment work? 

These questions are important because 
for the second time in India's 42-year 
independent history the oppo- 
sition now has a realistic chance 
of winning power. Its pros- 
pects are better than at any 
time since 1977, when a coali- 
tion led by the Janata Party 
thrashed the Congress for the 
first time. 

Yet the country's anti-Con- 
gress movement must solve 
tremendous problems of coor- 
dination and strategy if it is 
to repeat that epoch-breaking 
event in late November. For 
India's opposition politicians, 
the gap between potential and 
performance has always loom- 
ed large. 

They are also haunted by 


lament The indian he tower house : 
permits the largely: ceremonial Į 
point two additional MPs 
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the Janata government's self-destruction 
after 1977, a collapse so swift that the Con- 
gress was back in the saddle again after less 
than three years. That fractious episode also 
affects the electorate’s willingness to try the 
opposition again. i of ministers in the 
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1977 government are still active in the oppc 
sition. 

For all that, the major opposition partie 
today — the Janata Dal (led by V. P. Sing] 
and grouped with four strong regional pas 
ties in a newly formed National Front), th: 
Bharatiya Janata Party (BJP) and the Com 
munist Party of India-Marxist (CPM) - 
sense a Congress defeat is in the air. 

Those watching from outside Indi 


-would not necessarily welcome that result 


Although the Congress has never achievec 
an absolute majority of total votes polled in i 
general election, the ruling 
party's sway over national poli 
tics since 1947 has been so total 
and so long-lasting, that In 
dians and foreigners alike tenc 
to equate its survival with tha 
of the nation itself. 


his helps to explain the 

extraordinary unani 

mity of view among 

the major foreigr 
powers. The Americans, So 
viets, Chinese, Japanese arx 
the West Europeans — for thei 
varying reasons — want Prime 
Minister Rajiv Gandhi and hi: 
Congress government to re 
main in place. 
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Sentiments become more am- 
»iguous, however, among the small- 
?r countries ringing India in South 
Asia. Pakistanis interested in gradual 
'approchement with India feel that 
he fitful normalisation process with 
New Delhi will fare better under 
3andhi's continued stewardship. 
Nepal and Sri Lanka, both embroiled 
n complex disagreements with their 
arge neighbour, are more hesitant: 
hey are tempted to hope for a less as- 
sertive big neighbour if the opposi- 
ion wins power. 

On one point, however, there is a 
striking uniformity of view among 
oreign observers. "Whoever wins," 
said a diplomat, “we are going to 
rave to deal with a weaker Indian 
Government, one that is far less able 
take tough decisions." 

While this may be too extreme, 
nost diplomats contacted by the 
REVIEW believe that a Congress cut 
o the rump "will have to bargain 
ts way through each day just to remain 
on the treasury benches,” as one observer 
t it. Diplomatic observers sense that 
! non-Congress government would be 
'even more preoccupied with dispensing 
»atronage and just keeping itself afloat,” to 
ase the cynical words of one South Asian 
liplomat. 

Indians and foreigners alike find it dif- 
icult to forecast in any detail the policies of 
in opposition-led government. This is be- 
cause coordination among the opposition 
;xarely extends beyond bargaining for seat 
illocations in the coming election; in policy 
natters there is no formal coordinative 
nechanism at all. 

The problem is that India has no single 
»pposition. Instead, it has a collection of op- 


ee 


ae Lich party. At the next elec- 
will be minor players as the old 
Soearsermak std of India (CP), which had six seats in the now 


parliamentary Pe cnl dies wit 
tion the 





Rajiv, now on his own. 


position groups, a quarrelsome assemblage 
ranging from divided communists to a cohe- 
sive, cadre-based Hindu revivalist party 
frightening India's Muslim minority. Within 
this diversity only one issue draws complete 
agreement: the need to defeat Congress and 
evict Gandhi. Beyond this simple goal the 
policy picture becomes a confusing thicket. 
Each end of the anti-Congress spectrum de- 
spises the other. 


he most explosive difference is the 
tension between the Hindu re- 
vivalism of the BJP and its allies 
such as the Vishwa Hindu 
Parishad, the more secular approach of 
Janata Dal and the firmly anti-communal 
stance of the CPM. Seat allocation deals, vital 


"mg* to avoid splitting the anti-Congress 
vote, will succeed or fail largely on 
this problem. In areas where the CPM 
is stong, such as in Kerala, hatred be- 
tween the ruling CPM state govern- 
ment and the BJP will result in trian- 
gular contests that can only work to 
Congress' advantage. 

Whichever party or grouping 
emerges with a majority in the 22-26 
November polls — which will be im- 
mediately preceded on 20 November 
by state assembly elections in Uttar 
Pradesh, Karnataka, Goa, Sikkim 
and Andhra Pradesh — certain na- 
tional trends seem fixed for the fu- 
ture: 

P» Most opposition sources agree 
that the broad trend towards eco- 
nomic liberalisation will remain on 
track. 

> Indias worsening  balance-of- 
payments and fiscal deficits mean 
that extravagant campaign promises 
affecting public finances, such as 
the BP's undertaking to write off farmers’ 
debts, are either worthless or irresponsi- 
ble. Cutting the budget deficit and taking 
effective measures to arrest the disastrous 
"negative savings" of public-sector enter- 
prises will also be at the top of next year's 
agenda. 

The signs at present point to a finely 
drawn contest. The Congress party, now a 
mere patronage mechanism revived at elec- 
tion times, has been disintegrating for many 
years — especially during the late prime 
minister Indira Gandhi's long tenure in 
which she brooked no dissent. On the other 
hand, the Congress has the support of large 
and medium-sized business groups, 
pleased at the economic liberalisation 
achieved since 1984. The ruling party’s cam- 


The past few weeks have seen what appears to be a hurried 
effort to correct that indifference to these Congress 
voters. Urdu, the lan ken by most north Indian Mus- 
lims, has been mede an GEI 


language in Uttar Pradesh. Warn- 


ings against Hindu chauvinism are now coming fast from the 


istoreach Con 


re the closing 


igress. Appcitiroec I NOH HN PON OE Cannes 
from backward castes have increased 
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date, by 1 Nave ae, fori mim ih nominations. Even after that 
dee (ato WA De C DE ee 
draw in order to avoid splitting the non-Congress vote. Mean- 
while, a scramble for substitute constituencies is under way as 
some cabinet ministers sense their in seats which 


vn ine ea apoa tco o il 
country's t state with a of 120 million. 
Most is of the coming election accord the highest im- 


to the mesmo oni ines "Hindi-belt" — especially 
Uttar Pradesh, Bihar and Rajasthan — and the argument is that 
the , under Gandhi's leadership, has the 
once-dependable “vote banks,” includi y the Muslims 
and members of what are called the “scheduled castes” and 
“scheduled tribes.” Tribal or lower-caste persons are accorded 
preferential treatment in educational and civil service positions. 


Caste identification still affects the Indian voter's choice of p 
tisan labels. In most states, the majority of the to 
build their basis of political support at least on the com- 


plexities of Hindu caste. The influential opposition leader and 


Haryana Chief Minister Devi Lal, once coined the acronym 
Ajgar, for the Ahir, Jat, Gujar and Rajput castes whose electoral 
are influential in the band of north Indian states. 
itself has often viewed its 
being the Brahmins and the so-called back- 
ward castes. The caste factor is complex, but most national news- 


pipers devots Bitte denion 52:5 For example, it is known that 
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and National Front convener V. P. Singh, makes him and his 
party a poor choice. m James Clad 
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REGIONAL AFFAIRS 


paign war chest is thus much better filled 
than the opposition's. 

The ruling party also controls, often very 
crudely, the flow.and slant of news through 
state-owned radioand television. It is not by 
accident that the government is busy dis- 
tributing millions of free Tv sets around the 
country. Apart from that, the Congress still 
has some “vote banks" of its own: the lower 
castes, the Brahmins and, crucially, the 
Muslims;:especially if communal tensions 
flare in the Babri Masjid-Ram Janmabhoomi 
temple controversy in Uttar Pradesh. 

So, on 22-26 November, will it all come 
down once again to the adage "better the 
devil vou know"? The signs are ambiguous. 
Barring a panicky, cooked-up “foreign 
threat” (which in Indian politics always 
means scheming by Pakistan in cahoots 
with the CIA), the elements that will decide 
the coming poll are already in place. 

It will be necessary for the parties to dis- 
tinguish between issues preoccupying the 
English-speaking urban elite, and the more 
amorphous concerns that may sway the 
numbers as they did against the Congress in 
the 1977 general election. In this second cate- 
gory there are myraid bitterly contentious 
local issues, often fanned by caste and class. 


Nationally, there does not seem to be any 


trend overwhelmingly for or against the rus 
ing party, though dissatisfaction is a diffe: 
ent matter. Dismissive views on the 106 
year-old Congress organisation can EL 

heard almost everywhere, from the salor 

of New Delhi to peasant rallies in the "Hinc 

Belt,’ the heavily populated northern state 

of the Ganga plain. Few seriously disputi 
that the Congress long ago lost any shred « 

its idealism and its prestige, as the winnin 

of Indian independence is now only a fair 
memory. 

The 1989 election has no parallel wit* 
earlier ones. It is the first for a long time rx 
to be tied to a particular extraordinary even? 
In 1984, the assassination of Indira Gandhi 
Rajivs mother, overshadowed the entir 
exercise. In 1980, Indira Gandhi swept bac 
triumphantly through the wreckage of th: 
Janata gov ernment's early collapse. 

In 1977, the Janata itself led another wav 
of reaction, this time against Indira Gandhi’ 
emergency rule transparently imposed is» 
1975 to keep her in power. The 1971 elec 
tions followed the populist move te 
nationalise big, privately held, commerciz 
banks. The nearest there has been to elec 
toral “normality” was back in 1967, in the 
wake of Indira Gandhi's struggle against the 
so-called “syndicate” of conservative Con 
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Jawaharlal Nehru, the country’s first 

prime minister, as “a big banyan tree 
under which no other tree is allowed to 
grow.” This description applies just as well 
to the Indian National Congress (the Con- 
gress party) itself, which dominated the in- 
dependence movement and has ruled the 
country for all but three of its 42 years of in- 
dependence. 

To be sure, there has never been a short- 
age of political parties in independent India. 
The Election Commission currently lists 
seven national parties and another 19 state 
parties on its rolls. To qualify for registration 
as a national, a party simply has to win at 
least 476 of the votes cast in a national elec- 
tion. But this plenitude of parties, by itself, 
means very little; India's political topo- 
graphy still presents the picture of a single 
tall tree surrounded by an expanse of incon- 
sequential shrubs. 

The shrubs have been growing larger 
in recent years, however. As recently as 
the 1970s, the only parties besides the 
Congress with truly national pretensions 
were two mutually fractious communist 
parties and a cluster of insubstantial socialist 
groupings. Another blossoming bush was a 
northern India-based Hindu revivalist or- 
ganisation called the Bharatiya Jana 
Sangh. 
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Despite decades of parliamentary 
liticking, the communists have never c 
tured more than three state governmer 
Kerala, West Bengal and (most recently 
1983) Tripura, a tiny state of 2 million peo 
tucked into India’s northeastern corr 
Meanwhile, the socialists have edged 
wards extinction, merging over the ye 
with various centrist parties. 

The Bharatiya Jana Sangh, which n 
calls itself the Bharatiya Janata Party 
by A. B. Vajpayee, though initially c 
fined to the Hindi-speaking states 
north and central India, has been gain 
ground. In recent years, its tentacles hi 
spread as far south as Kerala and Karnati 
states. 

Only once — in 1977 — has India co 
close to an embryonic, two-party systen 
roughly equal weightings. In that year 
Janata Party, a patchwork of four cent 
parties, smashed through the Congr 
long-accepted invincibility and formed 
government. But the marriage of conve 
ence was short-lived: inherent contra 
tions among Janata’s constituents plu 
clash of leadership egos brought the exp 
ment crashing down in less than th 
years. 

If the 1970s spawned the first, non-C 
gress national government, it also witnes: 
another, equally significant phenomen 
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ress elders who wished her to reign in the 
Nehruvian line, but not to rule. 

The last election, in 1984, is widely seen 
as Indira Gandhi's last hurrah, her victory 
rom the grave. The country bestowed sym- 
xathy and votes in abundance on her son, 
then barely 40 years old and with minimal 
»olitical experience. Rajiv Gandhi came to 
power with the largest landslide Congress 
ras ever achieved, 401 of 508 seats contested 
in the lower house, the Lok Sabha. 

There is not the slightest chance that this 
numerical majority will be retained in Nov- 
ember. Most senior Congress officials con- 
cede their party will lose 150 seats, perhaps a 
score more. Still, they do not believe their 
numerical primacy in the Lok Sabha will be 
lost. 

If they are wrong, the Congress will be 
out of power. In that event, there will be one 
more outcome as well: Rajiv Gandhi will al- 
most certainly lose the leadership of an or- 
ganisation which his great grandfather, his 
grandfather and his mother have led in 
triumph in earlier years. An opposition vic- 
tory, therefore, means more than just a 
change of government — it could mark the 
end of the country's peculiar sort of dynastic 
democracy, as old as independent India it- 
self. * 


‘emergence of regional par- 
; with a growing influence 


AK) in Tamil Nadu, the 
shmiri National Conference 
>) or the Akali Dal in the Pun- 
, had been in existence for 
ne years. But until the 1970s 
ty had had little or no na- 
nal impact. 

In the 1971 and 1977 general 
ctions, these regional parties 
ch won more half the 
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( Ipposition capttalises on widespread discontent 


Guns and butter 


By James Clad in Jaipur 


he anti-Congress parties, comprising 
I the National Front coalition, the 
Bharatiya Janata Party (BJP) and the 
Communist party of India — Marxist are en- 
tering the election campaign keen to 
capitalise on various elements of local and 
national discontent. It seems commonly ac- 
cepted that Prime Minister Rajiv Gandhi's 
foreign policies — achievements and blun- 
ders alike — will not figure much in the 
polls. 

At the national level, three issues cut 
right across the country: rising prices, cor- 
ruption and growing economic disparities 
between the towns and countryside. There 
is also a fourth issue: “communalism’” as it is 
called, which is potentially fatal to the oppo- 
sition's chances. 

Concerning prices, opposition speakers 





ats they had contested in the Rama Rao; Vajpayee: Hindu heart-throbs. 


tional parliament. And, in 
77, an even more powerful Tamil party, 


But the 1980s have witnessed further 


at recent rallies are hitting their best chords 
when they rail against rising food costs, 
reckoned in October to be climbing 10% an- 
nually. The rises are felt most keenly among 
casually employed wage-earners in or near 
the towns. Government supplies of basic 
foodstuffs may bring down some prices be- 
fore polling but, at present, the cost of living 
is a big source of discontent. 

The second, truly national issue, corrup- 
tion, has a high profile at the moment. Press 
disclosures are narrowing the search for the 
identity of persons taking multi-million dol- 
lar bribes from the Swedish arms manufac- 
turer Bofors back in 1986, when New Delhi 
bought 400 Bofors howitzers. 

The Bofors affair follows other scandals 
which are also tarnishing Gandhi's "Mr 
Clean" image, projected in the 1984 elec- 
tions by the Congress publicity machine. 
These controversies include a payoff- 


Party," or "the party of India." 
Although far less central to 


the of national poli- 
dos scia i the northeastern 
state of Assam against Bengali 
settlers in the state led in 1983 to 
the formation of the Asom 
Gana Parishad, now the largest 
party in the Assamese state as- 
ly of 126 seats. 
Many of these regional 
pings have joined the chal- 
Do to the supremacy of the 
Congress at the next month's 
'al election. The most re- 
cent sign of the regional parties" 
gathering sense of national pur- 


Although increasing their clout in parlia- 
ent, these parties have never been able to 
t themselves adrift from their regional 
oorings and ial concerns. For many 
ars the NC was burdened by suspicions in 
ew Delhi that it harboured an anti-India, 
o-Pakistan bias. 

Similarly, the Akali Dal has not moved 
uch beyond its identification with the 
use of Sikh militancy. The DMK and other 
iuthern parties were slow to outgrow their 
igins in the anti-north, anti-Hindi agita- 
ns of the 1960s; they also relied too much 
1 the celluloid charisma of leaders like 
amachandran. 
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progress in the transformation of disparate 
Pi gue parties into an increasingly power- 
, national-level opposition. It began with 
the emergence of another cinematic hero, 
N. T. Rama Rao, popularly known by his 
initials NTR and famous for his depictions of 
Hindu gods in a film career spanning five 
decades. 
In 1983 Rama Rao launched India's most 
y successful regional party, the 
Telugu Desam, in Andhra Pradesh, a state 
of 55 million people. Soon after, Rama Rao's 
party swept the polls for the state assembly, 
winning 202 out of 294 seats. But Rama Rao 
had bi ambitions. He openly spoke 
about the Telugu Desam becoming a 
forerunner of an India-wide "Bharat Desam 


pa came in the creation of the National 
ont in July this year. Apart from the Janata 
Dal it comprises the Telugu Desam, the 
DMK, the Asom Gana Parishad and a small 

offshoot which splintered from 


the main in the 1970s. 
Ind the regionals are providing 
much of the behind the anti-Con- 


gress drive. No one has forgotten that it was 
Rama Rao, who conceived the startlingly ef- 


fective mass resignation of opposition MPs 
from the na parliament in August. As 


a senior Congress functionary told the 
REVIEW recently, the prime minister and his 
advisers “are much more worried about that 


film-star from the south than a bad- 
penny ex-Congressman like V. P. Singh.” 
u P. P. Bala Chandran 
23 
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SINCE 1735 THERE HAS NEVER BEEN 
A QUARTZ BLANCPAIN WATCH. 
AND THERE NEVER WILL BE. 











“The moon phase calender” 
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There is still no Blancpain “collection” as 
such. The same case houses each of the 
six “masterpieces” of the art of watch- 
making developed by Blancpain. 


Each watch is assembled, polished and 


REGIONAL AFFAIRS 
TCU HERRERA. 


plagued contract for submarines and welll 
substantiated charges that business familie 
allied to the "household" — the byword fos 
Gandhi's immediate family — are getting, 
preferential finance from  state-owne 
banks. 

For all that, the Indian electorate ha: 


realistic, even tolerant, expectations of it 


leaders. Opinion, therefore, differs on how 
much these distant and complicated scan 
dals, thrashed each day by the English-lan 
guage press in a faraway capital city, reallw 
mean to villagers. 

Still, politicians from both sides admi 


| that the word “Bofors” has entered India's 


many vernacular languages as a new idion 
meaning “mysterious losses or theft." Thus 
a Haryana herdsman explaining that his 
missing goats have disappeared mysteri 
ously says: "Bofors ki tarhaan," or "just like 


Bofors." 


he third national issue is more 
f amorphous, but it is also felt righ® 
across the country. High GDI 
growth rates since 1984 have benefited the 
cities much more than the countryside 
Broadly speaking, agricultural output andi 
returns are stagnating while industry 
booms. 
This situation is spawning palpable dis- 





| content, notably in various militant farmer 


movements springing up around the coun- 
try, especially in Uttar Pradesh and 
Maharashtra. This phenomenon has Con- 


| gress politicians worried, though it is not 


clear if the opposition can capitalise effec- 


| tively on the anti-city mood. 


Despite these issues, in every case the 


| reach of national problems quickly runs into 


a local matrix of state government-dis- 
pensed jobs, village headmen preferences, 
jealousies and downright greed. Even at its 
best, Indian politics is complicated by high 
illiteracy rates, extensive patronage net- 


. works and by the bandwagon pull of crowd 





finished by hand by the individual watch- 
maker. 


Only about a dozen watches, each indi- 
vidually signed and numbered, daily 
leave the workshops of Blancpain — the 
oldest watch name not only in Switzer- 
land, but also in the world. 


G9 HOLIDAY INN SHOPPING MALL 
Agent: Swiss Prestige Ltd. Tel. 3-664248 
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and caste. 

The last factor, caste and communalism, 
underlies the entire fabric of national and 
local politics. The election closely follows a 
date (9 November) in which Hindu re- 
vivalist groups, strongly identified with the 
BJP, plan to converge on a Uttar Pradesh vil- 
lage named Ayodhya to start building a tem- 
ple using bricks ceremoniously collected 
from Hindus all over the country. 

The trouble is, a mosque already oc- 
cupies the planned site for the temple, and a 
draining, communally charged controversy 


| has been simmering over the Babri Masjid/ 


| Ram Janmabhoomii issue, as it is known, for 
| the past decade. The temple campaign is a 


communalist tinderbox: already the proces- 
sions gathering bricks for the temple have 
sparked rioting in the Muslim quarters of 


| towns in Rajasthan, Madhya Pradesh and 


elsewhere in western and north-central 
India. 
The processions are having a destabi- 
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Wsing effect in areas long 
mured to Muslim-Hindu anti- 
»athies. In this city, the capital 
x Rajasthan, this correspon- 
Nent witnessed rioting and the 
emposition of a week-long 
urfew. Officials and local 
icurnalists told the REVIEW that 
Ihe city had been free of com- 
munal troubles for three dec- 
ades. In another, more serious “= 
incident, at least 20 people died 
im communal rioting on 14 Oc- 
ober in Indore, Madhya 
Pradesh state. - 

The political twist to com- -—— 
nunalism is this: in most past — 
»lections, the Muslim minority 
nas usually been reckoned a 
safe "vote bank" for Congress. 
In a tight election, Gandhi's 
advisers will be sorely tempted to depict the 
BJP as Hindu hotheads bent on tearing apart 
the country's secular fabric. 

In the core states of Uttar Pradesh and 
Bihar, which alone have 139 of the 542 seats 
in parliament, a pro-Congress block vote of 
Muslims — who comprise as much as 30% 
of some constituencies — could make all the 
difference for the party in the particular 
seats, in the states and in the overall national 
poll. The Janata Dal is thus caught between 
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Jaipur riot squad: Fn of communalism. 
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its crucial electoral alliance with the BJP and 
the risk that the disturbances spreading 
from Ayodhya will play straight into the 
Congress’ hands. 

Apart from these local complexities, 
communal flashpoints and the broad na- 
tional currents, there are also some speci- 
fic policy differences that may count 
for something with the voters. The fol- 
lowing sampling illustrates some signifi- 
cant — even startling — promises in the 
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Gandhi's opponents lack a unified policy 


Egos and obsessions 


hatever government emerges 
from the 22-26 November election 
will have to face urgent policy 
challenges next year. Chief among these are 
decisions about budget and balance-of-pay- 
ments deficits; economic and foreign invest- 
ment liberalisation, and about the future of 
the public sector, a hydra-headed dinosaur 
siphoning off ever larger 
government subsidies. On the 
external side, India’s ties to 
the rest of South Asia will 
also have to be re-examin- 
ed. 

In an attempt to gauge op- 
position attitudes, the REVIEW 
spoke to Janata Dal leader 
V. P. Singh, a former finan- 
ce minister, whose party is 
the major component in the 
opposition National Front. 
Also interviewed were form- 
er foreign minister A. B. Vaj- 
payee, who leads the Hindu- 
based Bharatiya Janata Party 
(BJP) and — from the opposite 
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end of the spectrum — Communist Party 
of India-Marxist (CPM) chairman E. M. S. 
Namboodiripad, who with his 1957 elec- 
tion as Kerala state's chief minister was 
the world's first elected Marxist chief execu- 
tive. 

While the opposition parties are united 
in wanting to bring down the ruling Con- 
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Janata Dal and BJP manifestos: 
> Statutory independence for 
the — government-controlled 
radio stations and the national 
television network, Doordar- 


WOLLE Wd UNT LS 


fortes shan, which now heavily 
SERI. favour the Congress in news 

and current affairs program- 
gia mes — Janata Dal. 


P Partial write-off of loans 
owed by farmers to the govern- 
ment's nationalised rural bank- 
ing system — Janata Dal. 

> A "total ban on the slaugh- 
ter of cows" — BJP. 

> Keeping multi-national cor- 
porations "out of the field of 
consumer industries" — BJP. 

P Forcing all Indian citizens to 
disclose their foreign assets — 
BJP. 

> "Optimum defence preparedness, in- 
cluding production of nuclear bombs and 
delivery systems" — BJP. 

This, then, is the campaign brew during 
the next month before polling date. How the 
opposition manages this mix of all-India is- 
sues, communal rivalries, caste identifica- 
tions, anger over prices and corruption, and 
jealousies between town and country will 
determine its chances of unseating the Con- 


press. n 


gress party, they have no unified policy or 
manifesto. Instead, cooperation barely ex- 
tends to bargaining over seat allocations for 
the coming polls, and various elements 
within the opposition despise each other. 
However, the political leaders interviewed 
were in general agreement that the debt 
must come down and that the current gov- 
ernment's policies have been damaging to 
its relations with South Asian neighbours 
and should be changed. 

Singh is the most likely new prime minis- 
ter if the opposition parties defeat the ruling 
Congress party next month. A former Uttar 
Pradesh chief minister, he was Prime Minis- 
ter Rajiv Gandhi's first finance minister and 
stressed that the deficit was one of his major 
concerns. "Our debt is now be- 
coming intractable and increas- 
ingly integral to our budget- 
ting," he said. Singh added that 
public sector deficits were the 
nub of the problem and that an 
attempt by him to deal with the 
issue while finance minister 
had been buried by the bureau- 
cracy. 
Singh said that India's 
development was increasingly 
skewed. "Current polices are 
marginalising the social equity 
issues. The signs of unequal 
development are already obvi- 
ous." He decried the "stagna- 
tion" of agriculture. "There 
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is little point in inviting foreign inves- 
tors to come to India if 70% of the peo- 
ple still lack the most basic purchasing 
power.” 

On defence and foreign relations, Singh 
said the initial military build-up after 1984 
“was a realistic response to our defence 
needs,” but that the pace of expansion since 
then was no longer sustainable. But defence 
had become more than just the chase after 
hi-tech weapons, he said, asserting that it 
now was an integral part of India’s foreign 
relations. “Gandhi's policies have virtually 
crippled the South Asia Association for Re- 
gional Cooperation and instilled a sense of 
fear in our neighbours,” said Singh. The 
policies had fed a cycle of distrust which had 
added to spiralling defence costs. “There is 
much scope for savings in defence spend- 
ing,” he added. 

And without cordial bilateral dialogue, 
regional disputes quickly became the play- 
thing of great powers, he said. “This is a 
pity, because large trade expansion oppor- 
tunities exist within South Asia: it is up to 
India to promote these. In foreign re- 
lations, economic strength is what 
matters: we must become economi- 
cally sound. 

“We cannot isolate ourselves 
from the forces of the world economy 

. . if we think we can develop with- 
out participating in the world econ- 
omy we are deluding ourselves,” 
said Singh. “Although we must im- 
port more to sell more, in turn, 
abroad, imports are like a person’s 
diet — eat moderately, eat the right 
items and you won't get sick. But if 
you over-indulge, as we are now, 
stuffing ourselves on non-essentials, 
then you will fall ill. 

"This is what is happening . . . 
naturally we want to keep our econ- 
omy on its toes [by exposing it to 
international competition] but we don't 
want to break its legs. Liberalisation has 
to be staggered and managed. We must 
not get in too deep, too fast. Laissez-faire 
[economic management] is not on for our 
country." 


supporter of agricultural support 

prices and bullied the policy through 
when he was finance minister. "The point is 
for government to give market support con- 
sistently, ahead of harvest. I forced an anti- 
cyclical release of buffer stocks so not to 
dampen prices. The result is we saved for- 
eign exchange without spending any public 
money . .. the market mechanism is the best 
way [to achieve import substitution]. 

“We cannot make our economy laissez- 
faire but we can shift away from discretio- 
nary to non-discretionary controls . . . the 
former fosters corruption by relying on 
desk-to-desk decisions. We can achieve the 
same [regulatory] results more elegantly by 


- ingh said that he had been a strong 


using financial tools, such as graduated in- 
terest rates. 

"| realise this presupposes government 
control of the financial system but if in the 
absence of compensatory mechanisms we 
give investors free choice where to put their 
money, then it will flow into the middle- 
class oriented, consumer durables industry. 
We need an adroit use of credit and we need 
to be clear-eyed about the reality of much 
of so-called ‘entrepreneurship’ today . . . 
[which is] really playing with [import] li- 
cences. Procuring the licence is the only 
entrepreneurial step that many fellows 
take." 

The BjP’s leader, Vajpayee, who was for- 
eign minister during the 1977-79 Janata gov- 
ernment, belongs to the Rashtriya Swayam 
Sevak Sangh, the leading group committed 
to Hindu revivalism. 

On economic liberalisation, Vajpayee 
said that India needed to be selective with 
regard to imports and reduce the numbers 
of consumer durables entering the country. 
"But that doesn't mean I favour controls . . . 


we must encourage more competition in- 
side the domestic economy before exposing 
ourselves to the world outside. 

"[The BJP has] specific ideas for bringing 
appropriate technology to upgrade small in- 
dustries, like bringing power to handlooms. 
You must understand, we are facing a big 
dilemma as a developing country. Look at 
the welfarist ideas of the [Janata Dal state 
government] in Haryana. They're paying 
Rs 100 a month (US$6) to unemployed 
graduates and Rs 50 a month for others but 
this is unproductive work. We have to do 
better." 

Vajpayee said his party would continue 
to insist on a percentage of production of for- 
eign investors' plants being geared to export 
earnings as a condition of investment ap- 
provals. On debt, Vajpayee said that parlia- 
ment must fix a national ceiling. "If neces- 
sary we shall push through a constitutional 
amendment to halt this tendency towards 
indiscriminate, unnecessary foreign bor- 
rowing." 
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Vajpayee described the Gandhi govern 
ment's handling of relations with its neigh 
bours as “inept and amateurish. The worlc 
is now in a détente period: why cannot we 
take the lead [in reducing tensions] in ow 
own region?" he asked. “We are all the tim 
preparing for a war: this is not the way. y.1 
the government's policies are such a suc 
cess, why are we arming ourselves to the 
teeth?" 


esponding to suggestions that the BJ 

had a communalist image, Vajpayee 

said: "We have Muslim members sit 
ting in Delhi city councils . . . we want a sec: 
ular India. We do not react to the com 
munists' provocations, they are losing what: 
ever little influence they have left in any oi 
the northern states. 

"It is not the BJP that plays with com- 
munal fire, it is the [ruling party] Congress. 
There was communal peace during 1977-79 
and there is communal peace in opposition- 
ruled states across India. | [formes 


prime minister Indira Gandhi] not to create a 





Singh with gun-toting iacuit men; Namboodiripad: limited cooperation. 


communal crisis in the Punjab [during 1980- 
84] but she went ahead and created the crisis 
we have today." 

The CPM has two objectives in the elec- 
tions — to bring down the Congress govern- 
ment and isolate the "communalist" BJP. The 
two major communist parties in India, the 
CPM and the Communist Party of India, 
would never merge, said Namboodiripad, 
who added that he thought the other com- 
munist party would support the Congress 
in the coming elections. 

Discussing his party's possible coopera- 
tion with other opposition groups, Nam- 
boodiripad said he would have seat-alloca- 
tion talks with the four Left-of-centre parties 
and the five constituent members of the Na- 
tional Front. "But in no case will we have 
any[seat] adjustments with the BJP ," he said. 
If that party chose to contest seats where the 
CPM was the ruling party — Kerala, West 
Bengal and Tripura — then there would be 
three-way fights between the CPM, Congress 
and the BJP. u James Clad 
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Jisillusioned Vietnamese boat people return home 





By Murray Hiebert in Hanoi 


oang Minh Son, 28, who fled Viet- 

nam with his wife and two small 

children in July 1988, is back sewing 
»hirts and pants in his father's private tailor 
shop here. Son left in search of a better life, 
»ut when he was put in an austere, over- 
Trowded camp in Hongkong, with no pros- 
»ects of being resettled in a third country, he 
lecided to return home. 

"When we left we thought we were 
going to paradise," Son said shortly after his 
seturn to Vietnam in March. "But in Hong- 
«ong all our hopes faded away immediately. 
We spent our first two weeks on a float- 
ing platform where we were treated like 


en family is among some 264 Viet- 
namese refugees from Hongkong who have 
voluntarily returned home since March 
under a programme sponsored by the UN 
High Commissioner for Refugees 
(UNHCR). Under the programme, the 
UNHCR provides a monthly resettle- 
ment allowance of about US$30 per 
refugee for the first year. Hanoi has 
agreed not to punish returnees for 
having left their country illegally and 
to allow UNHCR officials to visit re- 
turning refugees to monitor their liv- 
ing conditions. 

Nearly 1,600 other refugees in 
Hongkong have volunteered to re- 
turn home, UNHCR officials say. Ref- 
ugee workers expect two more air- 
craft loaded with refugees to arrive 
here before the end of October, 
bringing the number of returnees 
from Hongkong to 500 since March. 

“The mechanics of the repatria- 
tion programme are working well,” 
an international refugee official in 
Hanoi said. “The people who returned are 
doing quite well. We've even asked to visit 
army deserters and they don’t seem to be 
having trouble,” he said. “But, of course, the 
programme isn't moving fast enough to dif- 
fuse the frustration in Hongkong." 

The massive influx of Vietnamese ref- 
ugees into the British colony, accompanied 
by occasional rioting and mounting social 
problems in refugee detention centres there, 
has prompted calls for the forced repatria- 
tion of the refugees and an end to the col- 
ony's first-asylum policy. Hongkong re- 
ported 32,000 new arrivals in the first eight 
months of the year, nearly twice the 1988 fig- 
ure of 18,400. 

Hongkong currently has some 56,000 
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Goodbye Hongkong, goodbye dream. 


Paradise lost 


Vietnamese refugees, of which about 42,000 
have arrived since 16 June 1988, the cut-off 
date after which Vietnamese arrivals are no 
longer automatically given refugee status. 
Among the first 3,455 cases reviewed by the 
Hongkong Government, only 424 refugees, 
or about 12%, have gained the right to stay 
in Hongkong until they can be resettled. The 
others face repatriaton. 

Britain and Vietnam are widely believed 
to have reached an agreement on the forced 
repatriation of those Vietnamese arriving in 
Hongkong who are screened out by the au- 
thorities there as "economic" as opposed to 
“political” refugees. But the programme has 
not yet been implemented because of oppo- 
sition to forced repatriation from the US and 
the UNHCR, refugee officials and diplomats 
in Hanoi say. Vietnamese Foreign Minister 
Nguyen Co Thach confirmed that Hanoi has 
signed a memorandum of understanding 
with London on repatriation, but insisted 
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that his government had agreed to accept 
only those volunteering to return. 

"Vietnam's position is very clear; we will 
accept only voluntary repatriation,” Thach 
told journalists. But the foreign minister 
seemed to leave some latitude for differ- 
ences of interpretation. “Between forced re- 
patriation and voluntary repatriation, there 
is a quiet majority who are not for voluntary 
repatriation, but they're not against repatria- 
tion," Thach said. "If they're ready to repat- 
riate with financial help, this is not forced re- 
patriation." 

Most foreign observers in Hanoi expect 
that the British repatriation programme will 
start soon, following the 16-18 October UN- 
sponsored refugee meeting in Geneva, 
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which was called to review measures 
adopted in June to curb the flow of "boat 
people" from Vietnam. Conference dele- 
gates agreed that Vietnamese refugees 
would have to go home eventually, but 
most countries rejected efforts by Britain and 
Hongkong to begin deporting them im- 
mediately. Delegates agreed to reconvene in 
November. 

Most refugee officials expect the repatria- 
tion from Hongkong to begin cautiously. 
"Judging by the UN programme, Hanoi 
can't cope with more than two or three 
planes a month," a Western diplomat said. 

Thach said Hanoi had asked Britain to 
give the returnees a resettlement allowance 
similar to that provided by the UNHCR. 
British diplomats will be allowed to monitor 
the return of the refugees to ensure that 
Vietnam maintains its promise not to punish 
the returnees for leaving. 

A random sampling of refugees volun- 
tarily returning to urban areas of northern 
Vietnam since March suggests that the re- 
cent refugee wave is different from the 
exodus in the late 1970s when thousands of 
southerners fled the country, fearing re- 
tribution following the 1975 communist vic- 
tory in the south. Many of those leaving 
today appear to be quite well educated, rela- 
tively well-off young, people in search of 

better economic opportunities. 

Š Nguyen The Tam, 48, and his 
— wife, Nghiem Thi Thu, 38, said they 
left on a boat, which included several 
engineers, architects and electricians, 
in July 1988 in search of greater pros- 
perity. "We didn't really have many 
difficulties," Tam said. "We had two 
shops and our income was decent. 
But we were looking for a better life." 

Thu said they decided to return to 
Hanoi to rejoin their three teenage 
sons because "we had no future" in 
Hongkong. They also complained 
of overcrowding in the detention 
centre, a monotonous diet and the 
lack of freedom to move outside the 
centre, Since returning in March, 
Tam has reopened his former 
glassware shop and Thu has opened 
a small restaurant in the market. 

The Vietnamese Government has recent- 
ly mounted a propaganda campaign to slow 
the refugee exodus. A movie, On the Brink, 
which depicts the dangers at sea, including 
rapings and killings by pirates, has been 
shown in the port city of Haiphong, the de- 
parture point for many refugees in recent 
weeks 


Groups of officials have visited the coas- 
tal provinces surrounding Haiphong to in- 
form people that very few refugees qualify 
for resettlement in third countries. A Viet- 
namese television crew was recently 
granted permission to film refugee camps in 
Hongkong, and officials hope the airing of 
this film will further discourage Vietnamese 
from fleeing the country. a 
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PHILIPPINES 


Aquino prepares to defend controversial appointee 


The old boys’ act 


By John McBeth in Manila 
\ Ithough President Corazon Aquino's 


opponents seem to seize on almost 

any issue to keep her off-balance, the 
case of Agrarian Reform Secretary Miriam 
Defensor-Santiago appears to reveal a bipar- 
tisan closing of the ranks when senators and 
congressmen feel they have been slighted 
or, perhaps worse, when their own interests 
are seen to be threatened. 

In refusing to confirm Santiago, who was 
appointed to the post on 30 June after allega- 
tions of irregularities led to an upheaval in 
the Department of Agrarian Reform, the 
bicameral Commission on Appointments 
(CA) brushed the dust off Republic Act 3488 
which states that the job must be filled by a 
candidate with at least five years' experience 
in land reform. 

Now Aquino has decided to make a 
stand. Not only has she decided to reap- 
point Santiago, a firebrand whom the presi- 
dent has long-admired for her fight against 
corruption in her previous position as head 
of the Commission on Immigration and De- 
portation (CID), but she is now asking the 
Supreme Court to rule on her contention 
that the 1971 Act was repealed by executive 
order after she came to power. 

The judgment is expected before con- 
gress returns from its current recess on 21 
November, but political observers are curi- 
ous about why Aquino has decided to fight 
what looks very much like a losing battle. 
Even if the court rules in her favour, the CA 
can, and probably will, reject Santiago a 
second time without having to offer an 
explanation. 

It is felt in some quarters that the presi- 
dent may be seeking to force the CA's true 
motives into the open. The fact that neither 
Santiago's predecessor, Philip Juico, nor the 
secretary before him, Heherson Alvarez, 
met the five-year criterion suggests there are 
other reasons why she received the unani- 
mous thumbs-down from the 19-man CA 
panel, headed by Liberal Party leader and 
senate president Jovito Salonga. 

Although it may be a commendable qual- 
ity in some forums, Santiago’s reputation for 
speaking her mind and shooting from the 
hip makes her something of a rarity in the 
Philippine bureaucracy. She has also been 
known to use intemperate language, refer- 
ring to legislators as “fungus-faced” and ac- 
cusing senators of being either hen-pecked 
or homosexual. Such expressions have not 
endeared her to the notoriously thin-skin- 
ned congress. 
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Santiago: combative. 


The politicians were also unimpressed 
by her failure to attend four of the seven CA 
hearings which, among other things, delved 
into her alleged refusal to return a privately 
owned car lent her by the Bureau of Cus- 
toms and into claims that she had paid 
herself unauthorised overtime. Neither 
of the two issues, however, appear to 
have figured in the decision to bypass her 
appointment. 

Sen. Ernesto Maceda, who is not adverse 


to name-calling himself, says he was initiallw 
in favour of confirming Santiago. But in ex 
plaining his turn-around, he ignored the 
five-year qualification argument and insteac 
homed in on the secretary’s manner: “She 
made it difficult for us who were supporting 
her by saying things she should not have 
said.” 

More to the point, perhaps, is the forme: 
judge’s record in cleaning up the CID, once 
generally acknowledged as the most corrupy 
department in government, and the waw 
she fine-tunes her own public image. "Per 
sonally, I think she is too tough, too good 
too willing to clean things up, too legal in he: 
approach," said one analyst who knows 
and admires her. "It has made people ner 
vous about what else she might do." 

Land reform is a particularly sensitive 
issue among the powerful landlord lobby ir 
congress. As the analyst put it: "I'm sure 
some of them feel that with Santiago at the 
helm, there is a danger the Comprehensive 
Agrarian Reform Programme might be im 
plemented in a way in which she would fol 
low the intent and the letter of the law. They 
might fear she will begin closing off the 
loopholes." 

Santiago, who has been mentioned in 
some quarters as a potential running mate in 
the 1992 presidential elections, does not 
have her own political constituency and has 
so far steadfastly refused to join the ruling 
Lakas ng Demokratikong Pilipinas coalition. 
She does, however, have the support of 
anti-corruption activists and grassroots 
farmers’ groups — who are almost certain to 
look on her removal as another nail in the 
coffin of clean government. * 





CAMBODIA 


UN imposes system of justice in refugee centres 





s a restive Cambodian refugee popu- 

lation of 300,000 waits on the Thai 

border for the elusive go-ahead to re- 
turn in peace to their country, UN-spon- 
sored security experts are trying to superim- 
pose a Western-style judicial system on the 
community. The idea is not only to clean up 
the ugly crime situation in the camps but to 
instil a new sense of justice among the army 
of fugitives which they may take back with 
them to their sad country. 

It is the first time the UN has tried to 
impose a system of justice and law and 
order on a community. So far, it seems 
to be working, though it is likely that 
the more basic Khmer instincts of crime 
and punishment may return once the ref- 
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The unlikely team of experts who have 
been working since February on the project, 
under the umbrella of the UN Border Reliet 
Operation, comprise two Australian police 
superintendants, a Swedish police chief in- 
spector, a retired British chief inspector from 
Scotland Yard and a US army colonel. “This 
is the most difficult job I have ever under- 
taken,” said Lewis Dunkerley, the British 
lawman, who retired in 1987 after 33 years 
with London’s police force — six of which 
were spent on secondment to former British 
colonies in Africa and the Caribbean on law- 
and-order programmes, 

The team has drawn up a British-style 
code of justice which is being implemented 
in the major border camps, controlled by the 
three Khmer resistance factions. Commit- 
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ses of justice, comprising socially accept- 
ble refugees, such as teachers and other 
rofessionals, have been set up to act as jud- 
tial benches and responsible military per- 
sonnel are recruited as camp policemen. 
rials are open to the public, and details are 
»ublished in weekly camp bulletins. 

The UN team has been careful to stress 
hat the system should in no way impinge 
sn Thai law; the Thai border authorities 
save given their full support to the program- 
ne. 

Crime is more of a problem in the camps 
dministered by the two non-communist 
actions — those run by supporters of Prince 
Norodom  Sihanouk and the Khmer 
*eople's National Liberation Front (KPNLF) 
- than those under the control of the 
x«hmer Rouge. The Khmer Rouge, by its 
ery hardline nature, inhibits residents in 
ts camps from carrying out serious crimes 
»ecause of the brutal, arbitrary way in which 
riminals are handled. Yet, according to 
Junkerley, the administrators of the main 
site 8 Khmer Rouge camp, with a popula- 
ion of 40,000, have accepted the new code 
» justice. 

Western relief officials point out that Site 
| and the other Khmer Rouge-controlled 
'amps are far easier to deal with 
han the more populated camps of 
he KPNLF and Sihanoukists, not 
ust because they are more crime- 
ree but because their administra- 
ors accentuate education, and 
worldly knowledge, more than 
he others. In Site 8, for example, 
‘efugees have access not only to 
oreign publications but also can 
une in to such Western radio sta- 
ions as the Voice of America and the 
JBC. 


he team's code of justice sets 

down prison terms ranging 

from a week to 15 years for in- 
camp crimes. Given the fact that 
refugees are expected to have little 
noney, there are no fines, and 
10 bail A convicted murderer 
aces a maximum 15 years’ and a 
ninimum six years' jail. Rape car- 
jes a penalty of between four and 
l0 years and theft will land a ref- 
ugee in jail for only a matter of weeks. 

There is no execution penalty in the 
even-page code of justice drawn up by the 
JN team, though murder is a common 
»henomenon among refugees, including 
imong men who are equipped for the battle 
o regain their country from the Vietnam- 
supported Phnom Penh regime. 

Access to weapons in the camps is one of 
he team's biggest headaches. "I think I have 
seen some of the most serious crimes I have 
seen in 33 years in police work," said Dun- 
<erley, who has trained justice and police 
»ersonnel in the KPNLF-administered Site 2 
ramp, with a population of 140,000, near 
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Aranyaprathet, and is now involved in a 
similiar exercise in Sok Sanh, also a KPNLF 
camp, in the southeastern-most Thai pro- 
vince of Trat. 

"It's a pretty lawless world out there," he 
commented, talking about the seething 
Khmer refugee populations. He described 
the average camp scene as being UN-spon- 
sored equilibrium by day, but more Khmer- 
style lawlessness at night. Most crimes he 
had investigated involved violence, many of 
them in-family affairs. He recounted a re- 
cent case in which a jealous lover in Site 2 
had tossed a grenade into a hut where his 
lady had bedded down with a rival in love, 
seriously wounding the couple. 

Jail terms are served in camp prisons, 
with a separate code of conduct laid down 
for prison wardens. No one under the age of 
18 can be sentenced to jail. Instead, in the 
British style, young offenders undergo a 
period of education. Another penalty is 
reconciliation, roughly equating with the 
British system of being bound over to keep 
the peace, which basically forces offenders 
to shake hands and make amends. “Com- 
munity service” is one penalty under the 
camp code of justice, meaning that those 
convicted of lesser crimes, such as theft, can 


Justice is the name of the game. 


serve out a term of helping their refugee | 


neighbours rather than sitting in jail. 
Dunkerley claimed that the law-and- 
order situation in the camps had improved 
since the new system was introduced. 
“We're trying to train them so they can po- 
lice their own community,” he said. Given 


the fact that the continuing battles inside | 


Cambodia inhibit refugees from returning to 
their homeland for the time being, the Cam- 
bodian refugees may well have a long time 
to absorb the benefits of a Western style of 
justice — more so than their Thai and Viet- 
namese neighbours, who historically eid 
held great sway in Cambodia. 
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The viewpoint of 

Dr. Ing. Wolf Aengeneyndt, 
President of the Duisburg Chamber 
of Industry and Commerce. 


In Duisburg, everybody knows 
how much he depends on busi- 
ness. Companies of all sizes and in 
all industries understand each 
other. What's the reason for this? 

The reason is that Duisburg is 
an ideal location not only for manu- 
facturing, not only for services, 
not only for logistics - but for all 
three sectors. 

The reason is that Duisburg 
is not some remote high-tech park 
placed on a green lawn but a 
centre of industry and commerce 
with excellent traffic and transport 
connections - a centre that has 
grown over generations. 

The reason is that Duisburg 
is a kind of trial area for big indus- 
tries. The results of research 
and development can also be tested 
and demonstrated right here. 

And last but not least the reason 
is that men like Dr. Aengeneyndt 
see to it that new companies and 
investors are incorporated into 
Duisburg's business life in the spir- 
it of friendship. 

For more information on the 
location of your future, please 
contact Gesellschaft für Wirtschafts- 
förderung, Königstraße 63-65, 
D-4100 Duisburg, 
phone (203) 2832992. 
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The wisdom of democracy 


ith an audacity all its own, Sin- 
gapore early this year invited 
Filipinos to contemplate yet 
again the wisdom of Ameri- 
can-style democracy in an Asian setting. 
"The American civilisation," said Singapore 
Trade and Industry Minister Lee Hsien 
Loong, "is not a universally valid model. 
The export of American values and culture 
has not always worked." 

Presumably, from what Lee said, it has 
not worked for Filipinos, who now rank 
among the poorest people in Asia. Ameri- 
can-style democracy “was already malfunc- 
tioning," said Lee, who is the son of Singa- 
pore Prime Minister Lee Kuan | 
Yew, long before former presi- 2 
dent Ferdinand Marcos de- ; 
clared martial law in 1972. 

American-style 





democra- 


Filipinos a free press, Lee 
seemed to suggest. He said: 
“An American-style, free- 
wheeling press purveyed junk 
in the marketplace of ideas, 
which led to confusion and be- 
wilderment, not to enlighten- 
ment and truth.” 

We take it that what Lee 
calls “American-style demo- 
cracy” is a system with checks 
and balances in government, 
two-party politics and tolerance 
of dissent. We take it that “American 
values” means the kind of individualism 
that fiercely defends civil rights. And we 
take it that an “American-style free-wheel- 
ing press” is one that does not sing the gov- 
ernment's praises. 

What is the alternative to this? What will 
work better for Asians, including Filipinos? 
"Singapore-style democracy," we presume. 
This means a government that is largely ac- 
countable only to itself, an oppositon resid- 
ing in jail or exile and an Internal Security 
Act (ISA), which allows arrest and indefinite 
detention without trial. This means Con- 
fucian "core values," which stress "com- 
munitarianism" over respect for individual 
rights. And this means "gazetting," publica- 
tions which displease the government. 

At the least, all this seems terribly con- 
tretemps. It comes at a time when the Asian 
neighbourhood is clamouring for the kind of 
democracy Singapore finds eminently un- 
suited to it. Burma, South Korea and China 
have just witnessed giant pro-democracy 
rallies in their streets. 

More than this, Filipinos are not strang- 
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Is poverty the price of 


By Conrado de Quiros 


ers to the idea that American-style demo- 
cracy has not worked for them. Marcos him- 
self used the idea to justify martial law. Ac- 
cording to Marcos, John Locke's idea that 
the best government was one that governed 
least did not apply to an Asian setting. 
"Transitional" Asian societies needed strong 
“reformist” governments, he said, adding 
that in the Philippines, American-style 
democracy succeeded only in creating an 
"oligarchic society" that gave the poor 
neither bread nor freedom. 

Marcos' alternative was "constitutional 
authoritarianism." This meant a govern- 
ment accountable only to itself, an opposi- 





tion residing in jail, "preventive detention" 
or exile. It also meant an ideology that extol- 
led the community, or bayanihan, spirit over 
Western individualism. And it meant clos- 
ing down publications that offended the 
government. 

Yet, paradoxically enough, despite 
Asia's current romance with “people 
power," despite Filipinos’ travails with au- 
thoritarianism and despite Lee's need for 
lessons in subtlety, the Singaporean's mes- 
sage will find its mark among many 
Filipinos. This is so for two reasons. 

The first is the depth of the Filipinos’ pov- 


ee 


What all this points to is that 
American-style democracy failed 
in the Philippines not because it 
gave too much democracy, but 
too little of it. 
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erty today. Three-and-a-half years afte 
their “people power" revolution, which 
ousted Marcos and brought President Cora 
zon Aquino to power, Filipinos are ne 
longer apt to buy the argument that the con 
dition of their lives is a carryover from mar 
tial law. Nor will they find it hard to believe 
that American-style democracy has failec 
them. There are signs of this failure 
everywhere. 

Government officials see it in the ungov 
ernability of the citizenry, with their compet 
ing demands and inability to wait their turn 
Businessmen see it in the ungovernability o 
workers, with their constant strikes. The 
people themselves see it ir 
the ungovernability of fate 
which makes them poorer day 
by day. 

Democracy may have given 
them more newspapers, but if 
has given them less money 
with which to buy them. It 
has, on the other hand, made 
the rich richer. The World 
Bank says the Philippines now 
has one of the world’s worst 
cases of inequity in the dis- 
tribution of wealth. Demo- 
cracy has not made Filipinos 
more equal, only more resent- 
ful. 

Of course, Marcos has 
shown that the alternative 
could be worse. But Filipinos have notori- 
ously poor memories, made even poorer by 
the thought that God has already punished 
Marcos enough. Yesterday’s horrors are no- 
thing compared with today’s, they seem tc 
believe. Beyond this, it is not hard to im- 
agine while in pain that perhaps Marcos- 
style martial law is not the only alternative to 
American-style democracy. Maybe there is 
something better: an authoritarianism that 
works. 
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inoy' Aquino, Marcos' chief politi- 
cal rival and Corazon Aquino's 
husband, hinted at this possibility 
just before he was murdered upon 
his return to the Philippines from exile. He 
told a Time magazine correspondent on the 
aircraft that brought him back to Manila 
from the US: "If he [Marcos] had pulled off 
the economic miracle, he could have gone 
down as one of the great presidents . . . You 
can be authoritarian in Asia, provided there 
is an economic trade-off." 

From where they stand, Filipinos see Sin- 
gapore as one country that has found the 
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'conomic trade-off for iron-fisted rule. This 
5 the second reason Lee's message will find 
ts mark among many Filipinos. 

To add to their woes, Filipinos take Sin- 
rapore very seriously. The Lees have no 
learth of admirers in the Philippine Gov- 
'nment, meddlers though they are often 
hought to be. Aquino herself has re- 
»eatedly expressed her high opinion of Lee 
&uan Yew, not least during her visit to Sin- 
zapore in 1986, when she spoke admiringly 
of the way her host had turned his country 
nto an economic power in the region. 

Doubtless, Singapore has all the trim- 
nings of prosperity to make ill-fed Filipinos 
lrool with envy. Barely 25 years old, Singa- 
»ore has, until lately, shown regular double- 
ligit growth rates. But the high growth rates 
ind First World per capita incomes do not 
eflect equally high levels of industrialisa- 
ion, as in Japan or Taiwan. They reflect the 
"asically unstable rewards of an entrepot 
xconomy. At bottom, Singapore has suc- 
eded by handling raw materials from poor 
southeast Asian countries and 
nanufactured goods from rich 
Western countries. 

This raises the questions 
x replicability. How many 
countries can act as the region's 
netropolis? Other Southeast 
Asian capitals may aspire to 
t but, quite apart from the 
difficulty of overtaking Singa- 
pore’s lead in this race, surely 
they need more diversified 
economies to sustain their 
vast countrysides and popula- 
tions. 

And what have been the 
political costs of  Singa- 
pore's apparent success? No- 
thing more or less than the 
nightmare Filipinos have just left be- 
hind 
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Like Marcos, Lee built his house on the 
idea that the overriding goal should be eco- 
nomic development and the way to achieve 
it is not through politics — which he views 
as disruptive and wasteful — but through 
efficient management. 

In pursuit of this objective, Lee has since 
independence sought to rid Singaporean so- 
ciety of politics. First he rid it of politicians, 
effectively allowing only one party to rule 
the country — his own People’s Action 
Party — and created citizens’ consultative 
committees through which citizens could 
petition government for what they needed. 

Marcos did exactly the same thing. He 
abolished the congress and American-style 
politics as something wasteful and anti-de- 
velopmental, later creating a rubber-stamp 
parliament to take its place. He jailed his op- 
ponents, allowed only one party — his New 
Society Movement — to rule the country 
and created citizens’ assemblies to consult 
on government policies. 

The concept of a depoliticised, technocra- 
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tic state may sound attractive in theory but it 
is not so in practice. The most basic problem 
arising from such a system is one of goals 
and who actually benefits from develop- 
ment. These issues tend to get lost or 
obscured in an authoritarian setting. "What 
for" and "who for" are matters left to the 
leadership, with the citizens' assemblies or 
consultative committees serving only a 
ritualistic role. 

More than this, with a leadership ac- 
countable only to itself, it is not long before 
development takes a swing towards de- 
veloping a few personal fortunes. 


nother problem arising from such a 
system is that the system's entire 
philosophy assures dynastic rule. 
Development, we are told, can 
only be realised within a framework of con- 
tinuity; it cannot be realised in a political set- 
ting because it changes course with each 
new administration. Presumably, authorita- 


rian rule has the answer to this by assuring 





continuous development through maintain- 
ing continuity of leadership. 


Maybe Singapore’s leadership does 
know what is best for the country and its citi- 
zens. However, that country's record of 
repression makes us wonder. Can any 
vision, goal or plan be very wise that must 
be imposed on people by police-state 
methods? 

At the very least, such methods must in- 
dicate a difference of opinion between the 
government and its citizens about what is 
best for them. Unfortunately for the citizens, 
they have only the force of their convictions. 
The Singapore Government has the force of 
the ISA, a law that may one day find its 
place beside the rack in a museum dedicated 
to instruments of repression. Scratch at Sin- 
gapore-style democracy and you find no- 
thing less than Marcos-style dictatorship. 

What has failed in the Philippines which 
could find remedy in the Singapore model? 
The democracy introduced by the Ameri- 
cans was not designed to make Filipinos free 
but to make them comfortable with their 
new chains. It was an instrument of coloni- 
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sation. It did not “replicate” true American 
democracy, as Lee Hsien Loong suggested, 
simply because it was not intended to. 

For most Filipinos, American-style de- 
mocracy meant little more than elections 
every few years. Beyond this, the colonial 
authorities made sure that only the candi- 
dates who represented colonial interests 
first and last won. This practice did not die 
with colonialism. 

The ensuing political order, which per- 
sisted long after independence, was one 
where a handful of families effectively and 
ruthlessly ruled a society riven by inequal- 
ity. It was democratic in form, borrowing as 
many American practices as it could, but au- 
tocratic in practice. 

The post-colonial political parties were 
no more than coalitions of factions or- 
ganised for purely electoral purposes. Ini- 
tially, the factions consisted of the country’s 
élite, but they later evolved to include sim- 
ply representatives of the élite. They had 


no platforms. They advertised themselves 


solely on the personability of 

their standard-bearers. 

Radicals conclude from this 

? that martial law was not a break 
from the past at all but the logi- 
cal consequence of it. There 
was no real democracy to begin 
with, and martial law simply 
ended the illusion by spell- 
ing out in law what already 
held sway in practice. And this 
reasoning suggests also that 
there has been no real break be- 
tween martial law and the 

Aquino government — at least 

not in any fundamental way. 

This may be an exercise in 
selective perception, but it is 
far more realistic than the view 
that authoritarian rule was made possible by 
the demonstrable failure of a truly liberal 
democracy. 

A more reasonable view is that there 
was, and is, substantive democracy in the 
Philippines — despite colonialism and élite 
politics. This is so because democracy took a 
life of its own, expressing itself in peasant re- 
volts and popular demand for reforms. But 
it never reached maturity, being constant- 
ly held back by those very politicians who 
were sworn to uphold it. 


<< t ——— ——————————————————————————— 
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What all this points to is that American- | 


style democracy failed in the Philippines not 
because it gave too much democracy but too 
little of it. Poverty festers in the country not 
because the people have too much say in 
how things are done, but too little. Con- 
sequently, what is needed is not less demo- 
cracy but more of it, not less popular partici- 
pation in decision-making but more. 

What is needed is not less, but more free- 
dom. Hi 


Conrado de Quiros is à columnist of The 
Daily Globe, a Manila-based newspaper. 
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FOREIGN RELATIONS 


Roh’s US visit highlights strained relations 


Security blanket slips 


By Susumu Awanohara in Washington 
and Mark Clifford in Seoul 


outh Korean President Roh Tae Woo’s 
mid-October visit to Washington 
achieved no more than the modest 
goal of bolstering Roh’s stature at home by 
showing he is at least a minor player in the 
league of world statesmen. 

Roh’s visit, which followed President 
George Bush’s stopover in Seoul in Feb- 
ruary, continues a long tradition of South 
Korean leaders seeking to demonstrate their 
close ties to the US. Nevertheless, the trip, 
however routine, was useful in allowing the 
two allies to review their overall relationship 
and focus on the security and trade issues 
which continue to cause friction between 
the two. 

Security was clearly the most important 
area of review, since many US lawmakers 
have been demanding greater burden-shar- 
ing by Seoul and a reduction in US forces 
stationed in South Korea. The so-called 
Bumpers-Johnston amendment in the US 
Senate, which called for the removal by 1992 
of 10,000 US military personnel out of the 
43,000 currently stationed in South Korea, 
was defeated in late September as being too 
radical and abrupt. 

But the two senate bills concerning fund- 
ing for the US Defence Department contain 
amendments requiring Bush to review the 
bilateral security relationship and report to 
the US Congress by 1 April 1990 — amend- 
ments which are almost certain to survive 
the US Senate-House of Representatives re- 
conciliation process and become law. 

The bills will force the administration to 
study the feasibility and desirability of possi- 
ble changes in the current defence arrange- 
ment including: a gradual reduction in the 
number of US forces in South Korea; a trans- 
fer of some responsibilities from the US to 
South Korean forces, and an increase in 
South Korean contributions to the cost of 
stationing US forces there. 

Unhappily for the South Koreans, US 
legislators increasingly link economics and 
defence, arguing that the South Korean 
economy has grown faster than its defence 
efforts. The highly visible, though declining, 
South Korean trade surplus with the US — 
and US force cuts in Western Europe — 
have worked against Seoul, making the 
legislators harden their demands. 

During annual defence consultations in 
July, Seoul agreed to increase its direct cash 
support for US forces in South Korea to 
US$330 million in 1990 and 1991, and 





US$340 million in 1992. But Sen. Dale Bum- 
pers, who wants all 43,000 US troops to 
leave South Korea eventually, called these 
sums “peanuts . . . not even enough to be 
called a bribe.” 

In Washington, Roh repeated the South 
Korean plea for a continued US presence, 
stressing that South Korea had already con- 
tributed towards its security and was willing 
to do more and that North Korea continued 
to be a threat. He said he welcomed Bush’s 
promise that US troops will remain as long 
as South Koreans want and need them and 
reported a recent poll had shown 94% of 
South Koreans — including the opposition 
— supported the US presence. 

Roh’s contention that South Koreans 
support the US troop presence and his con- 
tinued unwillingness to talk about changing 
the current relationship skirts what many 





A minor player in the big league. 


analysts feel are key issues — South Ko- 
reans’ ambivalence about the US presence 
and the need for flexibility and evolutionary 
changes in the current relationship. 

Most South Koreans do not want to see a 
precipitous US withdrawal but are often re- 
sentful of the highly visible US presence. 
The US military occupies large tracts of land 
and operates radio and television stations 
catering to US servicemen. 

Moreover, many South Koreans resent 
the pivotal role they believe the US military 
played in supporting the heavy-handed ad- 
ministrations of former presidents Chun 
Doo Hwan and Park Chun Hee. Finally, an 
unprecedented attack on the US ambas- 
sador's residence in Seoul two days before 
Roh left for Washington underscored the 
anger with which at least a few radicals view 
the US presence. 
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The US Defence Department, whicl 
will be leading the review of the security 
relationship mandated by the congress 
is loath to make any major changes ir 
the current security arrangement and i: 
not saying what is likely to be the thrus 
of that review. There is a feeling that th« 
department is oblivious to the mood o 
the congress and will come up with a repor 
that will fail to reflect the legislators’ inten: 
tions. 

Both US and South Korean officials have 
deployed fresh arguments against drasti- 
cally changing the present security arrange- 
ment. Citing a US Government study, they 
contend the Bumpers-Johnston proposa 
would save the US about US$2.5 billion over 
five years — but only if the units removec 
from South Korea are disbanded. If they are 
simply moved back to the US, the saving 
will be much smaller — a little more than 
US$100 million over five years. 

The officials also say US troops in South 
Korea bring regional benefits which must be 
taken into account in any cost-benefit assess- 
ment. It is claimed South Korea’s security, 
buttressed by US military support, makes 
Japanese rearmament less likely and allows 
the US to maintain an effective forward de- 
fence presence in Northeast Asia. 

The claim that US troops serve a regional 
role is one which may backfire on the Penta- 
gon. South Korean dissidents, and even 
some members of South Korea’s legislative 
national assembly, have raised this regional 
role to suggest the US should consider pay- 
ing compensation for the use of its bases in 
South Korea — a proposition unlikely tc 
well received in Washington. 

Seoul's choice of a new fighter aircraft, 
dubbed the Fx, which the South Koreans 
want to co-produce and some US lawmak- 
ers are insisting should be bought “off-the- 
shelf,” was not considered a presidential 
matter and was left for the South Korean de- 
fence minister to handle later. 

In the area of trade, Bush and Roh agreed 
to tackle problems in a spirit of cooperation, 
without going into details. South Koreans 
do not, however, need any reminding that 
the US takes the trade issue seriously. Since 
the beginning of September, US Commerce 
Secretary Robert Mosbacher, Vice-President 
Dan Quayle and US Trade Representative 
Carla Hills have all visited Seoul to under- 
score Washington’s concern over trade 
problems. 

Hills, who visited Seoul the week before 
Roh went to Washington, said she “re- 
minded [South Korean] leaders that Korea 
needs export markets, and the best way to 
keep export markets open is through con- 
tinued liberalisation.” 

Gatt talks are imminent on Seoul's policy 
towards restricting beef imports, which par- 
ticularly angers the US, but Seoul says it 
wants to maintain restrictions for another 
decade to help its farmers adjust to liberali- 
sation. a 
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Risk control for businesses that bruise easily. 


When you ship $1.2 billion worth of 
bananas worldwide, a small flip in currency 
ex rates can make a big difference in profits. 

Chiquita, like a lot ct lira companies, 
gets a good grip on those risks with options on 
currency futures at the Chicago Mercantile 
Exchange. Hedging Deutschemarks, Pound 
Sterling and Yen, Chiquita has successfully 
guarded against financial bruising for years. 

The CME lists both futures and options 
on Yen, Deutschemarks, Swiss Francs, Pound 
Sterling and Australian and Canadian dollars. 

Eighty percent of all exchange-traded 
currency worldwide is traded at the CME. So 
Chiquita finds it easy to slip in and out of 
currency options quickly And when the 
GLOBEX" electronic trading system comes 
on-line, it will be possible to trade CME 
currency futures and options 
just about 24 hours 
a day. 
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Planning your menu 
at the legend in Singapore. 
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THE ORIENTAL 
SINGAPORE 


SM 


Only a wine at its peak should way to ensure we recommend 
accompany the finest cuisine. the right wine, and one in its 
Which is why, when you choose prime, to go with your food. But 
a wine at The Oriental Singapore, you when we took the name of our sister 
have at your service one who has lived ^ hotel, The Oriental Bangkok, we also 
in Frances vineyards, observed the took its dedication to excellence, 
grape harvest, and sat for the rigorous which has made it a legend among 
sommelier’s examination. hotels. And just as a good year 
sending our wine steward to study in makes a good vintage, a succession 
France might seem an extravagant — of perfect ones makes a legend. 


MANDARIN ORIENTAL 
THE WORLD'S FINEST HOTELS 


The Oriental: 5 Raffles Avenue, Marina Square, Singapore 0103. Tel: 338 0066, TIx: 29117, Fax: 339 9537. 
Bangkok * Hong Kong * Jakarta + Macau * Manila « San Francisco * Singapore * The Excelsior, Hong Kong. 
Reservations: Hong Kong (5) 486606, Singapore 339 0033, Kuala Lumpur 339 0066 (Sineapore collect). 





DEREK DAVIES 





Traveller’s Tales 


explanation of which see the 

REVIEW of 5 October and sub- 
equent issues passim, as bibliographers 
ay). Anyway, it would seem that I would be 
l-advised to write anything, however com- 
»limentary to the Lion City, until the verdict 
sin — so for this week we'll deal with extra- 
egional affairs, and travel westwards. 


hree pretty intensive weeks have 
i | been passed in Singapore (for the 


.et's hop over to Turkey, where George 
lammond photographed a sign for what 
ippeared to be an Istanbul shopping centre 
vith few pretensions: 





Another visitor to Istanbul, who also 
thoroughly enjoyed his holiday and hopes 
that tourism does not succeed in cooling the 
warmth of Turkish smiles, purchased a pac- 
ket of biscuits with a resounding brand- 


RESİMLİ 
BİSKÜİ 





A small leap westwards brings us to 
Yugoslavia, whose national airline spon- 
sored an exhibition in Sydney, Australia, of 
native handicrafts, duly advertised in the 
local suburban newspaper, the Wentworth 
Courier, where it was spotted by Andy 
Sloan, who wondered whether it displayed 
Woollahran or Belgradian naiveté: 


Ar 


ARE PROUD SPONSORS 
OF AN EXHIBITION OF 


YUGOSLAVIAN 
NAIVE WORKS 
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Folk art by 
BRASIC, HALUPOVA, KOSUT, etc. 


Naughton Studio of Naive Art 


26 Queen Street, WOOLLAHRA 


Across Europe to London where John Cur- 
ran recently stayed at one of the well-known 
clubs, where he found a notice telling him 
what to do in case of fire: 

The nearest Fire Exit is: 

Down passage, turn left, down one 
flight of stairs, then through the Smoking 
Room to Reception. 

One can only hope that the escapee, 
reaching the foot of the stairs, would not be 
faced with a choice between three smoke- 
filled rooms. 


On to Canada, where in Burnaby, British 
Columbia, Sarak Mok photographed a sign 
with equally depressing implications: 





Down to Mexico, where Eric Elsberg snap- 
ped a notice outside the Hotel Emporio's 
Mandinga Disco. It does not appear to be a 
very exclusive club: 





Over the Pacific to Hawaii, where the Ja- 
panese would have no trouble with the 
name of another club, but which could 
cause haolis (Whites) and others a moment's 
hesitation: 
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On to Australia, visited earlier this year by 
Indonesian armed forces commander Gen. 
Try Sutrisno. The event was curtain-raised 
in the Jakarta Post of 7 July under the head- 
line: 


Try to arrive 
in Australia 
on Sunday 


CANBERRA (AFP): In- 
donesian Armed Forces 
Commander General Try 

utrisno : IT - h are 

Which, as Australia has been semi- 
paralysed by airline strikes, is probably 
as good advice as any. Thus, it was hearten- 
ing to see a more recent headline in the 
Bangkok Post on the dispute: 


Australian pilots soften stand 


(Reuter) — Australia's airline was unable to comment on the 
plot d vetera ther were i 







move in the 
the 30 per cent pay claim atthe dispute, which has seen the 


In Australia, where the British are referred 
contemptuously as “Poms,” Hank Wade 
purchased one Japan-made item of office 
equipment which should enjoy good sales 
there (unfortunately, it is non-toxic): 


oma 


POM 
oo STAMPER 


And so, inevitably, back up to Singapore 
where I discovered a shop which should at 
least provide Australians, who refer con- 
temptuously also to homosexuals as “shirt- 
lifters,” with more amusement: 
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GARMENTS & TEXTILES HOTELS & HELICOPTERS INDUSTRIAL ROBOTS JET PARTS 





OPTICAL FIBERS PESTICIDES QUALITY CONTROL ROAD CONSTRUCTION 





WORLDWIDE NETWORK X-CAVATORS YARN & YACHTS ZERO-DEFECT EFFORTS 
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LASER- CUTTING MACHINES MICROCHIPS NEGOTIABLE BONDS 








SHIPBUILDING TELECOMMUNICATIONS & TOOLS URANIUM DEVELOPMENT VALVES 


’€ Some of the most respected names in the business 

j world have formed partnerships with Daewoo. And no 
WHO! wonder. Daewoo is highly innovative, quality oriented and 
technologically advanced in practically everything from A to Z. And 
at the rapid rate Daewoo keeps innovating, it might not be long 
before we have to invent a whole new alphabet. 
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THAILAND 


Sex trade ts so entrenched that neither AIDS nor embarrassment threatens tt 


The lust frontier 


By Paul Handley in Bangkok 


ts Friday night in central Bangkok and 

attractive Thai hostesses are serving 

drinks to a group of elderly Italian 

tourists waiting for the cultural show to 
begin. The show they have come to the 
Queen's Corner to see, though, is not tradi- 
tional Thai dance. They are waiting to see 
- one of the hostesses puncture large balloons 
with a dart from a small blowgun. The blow- 
gun is between the woman’s thighs. 

Down the street in the Supergirl, two 
grey-haired European couples are watching 
a more hi-tech drama. Rock music thunders 
as a gleaming chrome motorcycle descends 
from the ceiling and on it two young Thais, 
with considerable difficulty, copulate. 

Like spicy hot food, elephants, Thai 
smiles and gleaming temple roofs, Patpong 
and sex are an indelible facet of the country’s 
exotic image. South Korea, Taiwan and the 
Philippines might be competitors for sex- 
tourists, but none has reached the stage 
where visitors think the business is some- 
how integral to the local culture. That 
impression is reinforced when tourists see 
how big, diverse, and public Thailand’s sex 
business is. There are strips for Japanese, 
Arabs, Indians, and, of course, for Thais. It 
all looks so wholesome, so acceptable, like a 
walk in the park. 

This world of wholesome sex is about to 
hit Thailand in the face. Responsible ana- 
lysts say the fact that there are nearly 10,000 
proven HIV-positive AIDS carriers in the 
country indicates that there are at least 10 
times more undetected carriers. The virus 
spread like wildfire among intravenous 
drug users, and now it is plodding its way 
through male and female prostitutes and 
their customers. 

There were initial signs that this had 
awakened Thais from their complacency 
about the size and importance of the coun- 
try's sex industry. Public Health Minister 
Chuan Leekpai stunned the country and the 
sex-entertainment business imi 
loudly in September that TRehand has 2 
serious problem and that the sex industry 
should be repressed. About the same time, 
the king's third daughter, Princess Chu- 
labhorn, condemned the sex business and 
said Thailand must do something about its 
AIDS problem. 

But they are proving to be solo acts. 
Odds are that Chuan's actions will spell the 
end of his political career, and possibly his 
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party. Not only is no one joining his and the 
princess' call, the whole society appears po- 
litely embarrassed: they do not approve of 
the sex business, but they are very uncom- 
fortable at having it pointed out to them. 

The evidence that Thailand faces an AIDS 
disaster-in-the-making has only brought out 
the contradictions and illusions on which 
Thailand's sex industry has been built. De- 
spite the warnings of the princess and 
Chuan, it seems that there is too much at 
stake, too many vested interests determined 
to see the sex business continue unchal- 
lenged and the image of Thailand as a sex 
paradise preserved. Perhaps Thailand's sex 
business has become so institutionalised 
that no one can get rid of it. 

The sex industry is indeed immense. 
Reasonable estimates of the number of pros- 
titutes, based on calculations from police 
lists of brothels, massage parlours and the 
like, run at over half a million, or 196 of the 
population. Some argue it is double that, 
with a substantial number being children. 

Most of the clientele is Thai, but a few 





The land of smiles and sex. 


years ago some embarrassing figures were 
released showing that a hefty majority of 
visitors to Thailand were males travelling on 
their own. Up to 20% of the kingdom's 
tourists enter from the Malaysian border in 
the south, usually to visit Haadyai and 
Sungei Golok. There they indulge in sex, sex 
shows, and shopping. 

Still, Thais do not like being confronted 
with truths they consider distasteful. Last 
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year, a senior official of the Tourism Author- 
ity of Thailand (TAT) insisted — but only off 
the record — that no more than 1% of for- 
eign tourists go to Patpong, and that they 
are only dirty old men. Yet TAT, whose ad- 
vertising features the beauty of Thai 
women, cannot ignore the tour buses which 
regularly drop off male and female tourists. 
at Patpong and at the Japanese version 
Thaniya a few blocks away. 

TAT has no official link to the business; it 
feigns revulsion at the thought. Neverthe- 
less, it eagerly helps the mainstream tourist 
guides, which give the sex business as much 
coverage as they do the floating markets and 
famous wats. TAT is close to numerous local 
weekly and monthly tourism publications 
whose advertisements are dominated by 
sex-oriented services. The ads cater to all 
sorts of preferences — “gentle boys for gent- 
lemen" is the pitch of one. An up-beat video 
tourism guide shown in the top Bangkok 
hotels calls Patpong a "magnet for the 
world's men." With barely clothed dancers 
gyrating in the background, the video pro- 
claims, "Patpong is quite safe and relatively 
decent for . . . a red light district.” 

The wholesome image of sex for tourists 
reached a peak recently. Fast food restau- 
rant Chester's Chicken announced its new 
branch with a half-page newspaper ad that 
read: "Our new Patpong location has more 
tempting legs than all the bars put together 
. . . You'll never get your hands on more 
beautiful legs." 


nderlying the defence of the busi- 
ness is of course the triumvirate of 
brothel owners, police and politi- 
cians who have a financial interest 
in keeping the industry going. This is not a 
petty group: senior politicians and their staff 
are known to have interests in brothels. 

Those who protect the sex industry in- 
evitably stress its role as an important eco- 
nomic activity. It provides employment for 
poor rural women. The ancillary to this, 
argue some economists and development- 
minded politicians, is that as the economy 
expands and more jobs are created, the sex 
industry will go into certain decline. Thus 
the image-and-reality problem will be sol- 
ved. 





However, the business is 
even as the economy does. The numbers 
of massage parlours on New Petchburi 
and Sri Ayutthaya roads, strips that cater 
to Thai customers, have increased over 
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he past few years as the economy rockets 
nto double-digit growth. Patpong's down- 
tairs go-go bars and upstairs sex show bars 
we consolidating into chains with outlets 
n Pattaya as well, and upgrading their faci- 
ities. 

Thailand prides itself, and wins interna- 
ional acclaim, for its service industry. But 
his does not answer the question of why it 
dlows the proliferation of the international 
mage of a sexual Garden of Eden, while 
ther countries have not. One long-time re- 
ident of Thailand argues that Thai society is 
ictually only less hypocritical than others. 
Chey do not try to hide their ugly side 1 
rom foreigners as do Singaporeans | 
und Malaysians, he says. 

However, Thai women more and 
more are expressing their abhor- 
ence for the industry. “People 
verywhere think Thai women are 
asy. Easy ladies," complains Nok, 
1 journalist for a Thai newspaper. 
[hai women complain of being 
aarassed when they travel abroad. 
Visas are difficult because immigra- 
ion officials believe they are prosti- 
utes. 

Given the relatively prominent 
ole of women — the ranks of senior 
;»ankers and business owners and 
nanagers include women whose 
»qual status is taken for granted — 
me e this antipathy to turn 
nto action. It rarely does; but it did 
last year when various women's groups de- 
cided to make a public issue of the link be- 
tween AIDS and the sex industry. They en- 
couraged newspaper articles on the subject, 
they wrote letters and staged theatrical pro- 
tests. 

Acting on information that a Danish sex- 
our group was arriving, a women's group 
went to the airport to protest. There they 
were met by a phalanx of police, who 
scooted the tour group out a back door, leav- 
ng the protesters without a target. They 
ater went to meet a US Navy flotilla arriving 
in Pattaya. There they were chased out and 
ohysically threatened by the closely knit 
community of politicians, police and bar 
»wners. Asked why they targeted only for- 
eign sex tourists when the local business is 
so large, the women said they felt much 
safer hitting out at foreigners. 

But with little support from the public, 
these actions have fizzled out. The women 
were physically threatened, attacked by TAT, 
and have failed to rally many of their fellow 
Thai women to the cause. 

Through all this, the government occa- 
sionally expresses a peculiar official embar- 
rassment. A couple of years ago, tourism 
and diplomatic officials displayed anger 
over a British-made film, Foreign Bodies, 
being shown on European television. The 
film-makers interviewed a German pederast 
and two Thai children he allegedly hired; 
they follow a bar girl back to her poor north- 
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eastern village. In one sequence a female 
massage parlour boss acknowledges that 
her customers want sex and, with all seri- 
ousness, argues that Thais are a water 
people, her girls are clean because they 
bathe (with customers) several times a day. 

The government's reaction was to attack 
the film-makers and criticise those Thais 
who helped out. The public furore in Bang- 
kok was in sharp contrast to the little the 
government did on an international front to 
change the image portrayed in the film. 

At the same time, the government has 
conveniently ignored the internationally 


famous Patpong nude pin-up calendars, 
that are published by a prominent local ad- 
vertising house annually. The same people 
provided nude photographs for a book pub- 
lished in Europe by an affiliate of Singa- 
pore's Times Publishing on The Girls of Thai- 
land. The government has not so much as 
breathed a word about the book. 


hen, when AIDS and the sex indus- 

try began to be linked by the wo- 

men's groups, the government's 

reaction was to dismiss the connec- 

tion. Even as a few dozen Thais and foreign- 

ers died from AIDS in the country — includ- 

ing prostitutes and gays — the size of the 

threat was downplayed. It took a deft politi- 

cal move from Mechai Viravaidya, former 

government spokesman and the man who 

arised family planning, to make it ac- 
ceptable to talk about real numbers. 

Mechai, whose name in Thailand is 
synonymous with the condom, took up the 
AIDS campaign and presented the problem 
to politically ambitious military head Gen. 
Chaovalit Yongchaiyut. Chaovalit mulled 
over the problem and a day later announced 
that Mechai could have the use of all military 
resources, including radio and television 
stations, to begin a campaign. The military 
also announced that there was an AIDS prob- 
lem among soldiers. 

Simultaneously, Princess Chulabhorn 
also came out strongly for a public campaign 


FAR EASTERN ECONOMIC.REVIEW 





M. 


against AIDS and for the end of the sex busi- 
ness. The princess is one of very few people 
at the top of the government who has com- 
plained about the image of Thai women 
abroad. This gave Chuan and the Public 
Health Ministry impetus to be serious about 
numbers and keep the public informed. For 
a while, it looked like Thailand had done a 
switch; it seemed as if the government rec- 
ognised the threat of AIDS and its connection 
with the sex industry. 

However, a series of incidents over the 
past three months show which way an em- 
barrassed Thai society and government 
, wants to go: it is business as usual. 
- £ For example, after Malaysian news- 
$ papers carried Thai figures of AIDS 
- 2 cases down south, and the Malay- 
sian Government issued health 
warnings for people travelling to 
Haadyai, the Thai reaction was to 
vehemently attack Malaysia for try- 
ing to kill tourism in southern Thai- 
land. Bangkok newspapers and 
Haadyai hoteliers accused Malaysia 
of doing this to help tourism in 
Malaysia. The Nation newspaper car- 
ried an article attacking a woman ac- 
tivist and a television talk show host 
for frightening the audience with talk 
of AIDS. 

Undeterred by the emotional reac- 
tion, Chuan repeated the AIDS figures 
for the south, and said that Thailand 
should not defend the sex business. 
As a result, Chuan has come under heavy 
attack from the Haadyai business commun- 
ity. To their credit, newspapers anonym- 
ously editorialised against the Haadyai 
brothel owners at that point. But no one in 
the military or the government has come out 
in support of Chuan and the princess. In 
Chuan’s case, this may be in part due to poli- 
tics: Chuan is the leader of the southern 
Thailand-based wing of the Democrat 
Party. With his statement, Chuan may have 
seriously damaged his party’s base. 

No one else seems prepared to do any- 
thing. TAT head Dhamnoon Prachuabmoh 
suggested that Chuan and the Haadyai 
business community keep their argument 
quiet so as not to hurt tourism. While on a 
European tour, the prime minister an- 
nounced that AIDS is not a problem in Thai- 
land. 

Of course, the government is attempt- 
ing to do something about AIDS. Mechai 
has launched an education campaign. The 
public Health Ministry is preparing a 
law that forces drug users and prosti- 
tutes — but not their customers — to be 
tested. But the sex business goes on. 
At Abbots, one of the classiest clubs, 
the manager says that his girls have to 
insist on using condoms or they will be 
fired; customers who will not use condoms 
cannot take women out. In this way the club 
can keep its clean image and not lose busi- 
ness. Ditto Thailand. » 
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Golden age or silver age? 


The Sun Also Sets: Why Japan Will Not 
be Number One by Bil! Emmott. Simon & 
Schuster, London. £14.95 (LIS$23.65). 


Someone once said that convictions are a 
more dangerous enemy of truth than lies. 
Foreigners searching for the truth about 
Japan get both barrels — if they do not fall 
victim to the fibs, their own convictions will 
assuredly do the trick. 

A case in point is The Sun Also Sets, one 
foreigner's attempt to predict the future of 
Japan's economic miracle. Bill Emmott's 
conclusion is that the 40-year run is finally 
coming to an end. He has heard all the offi- 
cially sponsored lies about Japan — how it is 
liberalising, Westernising and generally re- 
laxing. Here and there he shows glints of re- 
sistance but what overcomes him in the end 
is his own free market convictions blinding 
him to the reality of the Japanese 
miracle. 

Emmott postulates a stirring 
American revival and paints a picture 
of a fast-mellowing Japan calculated 
to disarm all but the most informed 
Japan-bashers. The Japanese are gen- 
erally slacking off at work, he says. 
Everyone is luxuriating in a svelte 
new life garnished with stylish for- 
eign brand-names. Government is 
getting out of the economy. Most im- 
portant, the Japanese are growing 
old, which will dent the country's 
bionic savings rate. 

These assertions are hardy peren- 
nials of the "mutual understanding" 
get-togethers Japanese bigwigs like to 
hold for foreign opinion-makers. Not 
only are they suspect in themselves 
(Japan's massive English-language 
propaganda industry is fighting a de- 
sperate battle to win time in the in- 
creasingly bitter trade dispute with the US), 
but they completely miss the point: Japan's 
growth, far from being an accident of his- 
tory, is a triumph of planning by one of the 
world's most effectively organised societies. 

The reality is that the Japanese au- 
thorities have used a thousand expedients 
ruthlessly to squeeze consumers at home to 
pay for economic victories abroad. The effort 
continues and its staggering extent can be 
gauged from the fact that the country's in- 
vestment drive last year was the highest of 
any nation in history, overtaking the US 
which had occupied the number one posi- 
tion since World War I. 

Emmott is an editor at The Economist 
magazine — and that is his biggest problem. 
For, holding forth from slow-growth Britain, 
The Economist accepts as an article of faith 
that Japan-style industrial policy cannot 


work. The magazine condemns as counter- 
productive the very techniques — cartels, 
regulation, subsidies, graft, barriers against 
imports and foreign investors, a rigged capi- 
tal market — Japan has used to conjure up 
the most stunning economic growth in his- 
tory. These techniques are controversial and 
at times the growth they buy is in direct pro- 
portion to the damage they do to foreign 
competitors. But not to recognise their sig- 
nificance is to rule yourself out from the start 
as an interpreter of the Japanese phenome- 
non. 

The book's terms of reference are firmly 
rooted in Economist-think. Thus there is 
throughout a bluff assumption that Adam 
Smith economics, based as they are on 
Western cultural premises, are a univer- 
sally accepted truth. The reality, of course, is 
that the Japanese in their heart of hearts see 





Greying but not declining. 


no more reason to change their minutely 
regulated system than the US or Britain do 
to change their free-for-all ones. 

Emmott's free market instincts lead him 
to swallow whole many of the myths of 
"Westernising" Japan. Probably the starkest 
example is his contention that the life-time 
employment system is breaking down. Yet 
there is no evidence that any life-time em- 
ployer wants to move away from the sys- 
tem. And he appears to be in the dark about 
the real basis of Japan's employment prac- 
tices. Recent research has shown the life- 
time system was fostered particularly by the 
1942 Ordinance on Labour Management in 
Essential Industries. Aimed at quelling in- 
flationary poaching activities, this gave la- 
bour inspectors massive powers over hiring 
and firing in the case of designated employ- 
ers. 
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After the war the system was pe 
petuated through Japan's unique system « 
secret bureaucratic "guidance." To this da 
it is an observable fact that first-rank Japar 
ese employers do not poach employee 
from each other. Companies that flout th 
life-time employment system are invariabl 
mavericks like the Recruit company, whic 
eke out a precarious existence on the fring 
of the system. 

One thing that is clear is that life-time em 
ployment is a cornerstone of Japanese in 
dustrial policy. Besides being a uniquely effi 
cient economic tool in allowing employers t 
invest in their people, it promotes confor 
mism and docility. 

Emmott's most interesting debatin; 
point is the sudden greying of Japanese so 
ciety. It is a familiar theme in Japan's contro} 
led press, which has been warning for year 
of the terrors of the shiruba eiji (the silve 
age). Spooked by open talk that the socia 
security system may go bankrupt, the re 
doubtable salaryman has steeled himself te 
new prodigies of saving. Thus it is no coinci 
dence that since the newspapers startec 
sounding the silver age drum-bea 
early in the decade, the savings rate 
has rebounded from a low of 11.4% 
in 1982 to 14.9% in 1988. 

Emmott's thesis springs a leak 
when you look at Japan's position ir 
the wider context. All Japan's major 
competitors are nursing their owr 
post-war Baby Boom time-bombs. 
The over-65 ratio in the year 2000 ir 
Japan will be no larger than that in 
France, Britain or Sweden. By 2025, 
when Japan's Leaden Oldies nui- 
sance will peak, the US' over-65 ratic 
will be around 18% — not much be- 
hind Japan's 23%. Japan's over-6& 
problem in any case is less of a bogy 
than appears because about a quarter 
of its over-65s go out to work. Mean- 
while, Japan will be helped by its 
unique ability to maintain virtual full 
employment among younger work- 
ers. How much of a handicap is the 
silver age anyway? 

One thing is for sure: the bureaucrats 
who fashioned a confiscatory industrial po- 
licy to extract massive flows of savings from 
the country's impoverished population after 
the war will not be short of ideas on how to 
raise capital in a country that already in the 
first years of the next century will enjoy 
nearly double the US' per capita income. 

Emmott reports that Japanese consum- 
ers are finally asserting themselves. Again 
this is a triumph of conviction over truth. For 
as the rising savings rate since 1982 implies, 
consumption has actually been growing 
rather more slowly than GNP in recent years. 
True, one comes across a lot of famous for- 
eign brand-names around Tokyo's more 
fashionable districts these days, but little has 
changed elsewhere in Japan. The best you 
can say is that people may be getting a frac- 
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ñon more value for their money lately 
hanks to the cheap US dollar, but even that 
rets lost in the shuffle because, of course, 
rices of most consumer imports in the 
xotected Japanese market have hardly 
»udged. 

Turning to the US' savings rate problem, 
zmmott feebly postulates that what goes 
lown must go up again and holds out hope 
‘hat the dynamism of the free enterprise sys- 
tem will win through. He is also betting that 
immigration will come to the rescue — 
surely a double-edged sword given the in- 
creasing tendency of Latin American coun- 
tries to export their population explosion 
ges to Miami, Houston and New York. 

ith the best will in the world, under- 
educated, language-handicapped immi- 
grants are going to have problems matching 
the productivity of Japanese workers and 
their cohorts in other highly co-ordinated 
Far Eastern countries in the Mark II Co-Pros- 
perity Sphere. 

Meanwhile, as The Atlantic magazine 
pointed out recently, there is strong evi- 
dence that the US’ average intelligence rate 


is falling compared to Japan’s because of a 
massive differential in the fertility rates of in- 
telligent women. 

Emmott makes his argument look good 
by scoring easy shots off such Japan-watch- 
ing lightweights as Daniel Burstein (author 
of Yen!) and Paul Kennedy (author of The 
Rise and Fall of the Great Powers). And to show 
how strong the US really is, he wheels in 
fire-eating doomster Ravi Batra to put the 
opposite view. Author of the embarras- 
singly date-stamped best-seller, The Great 
Depression of 1990, Batra makes a famously 
wooden attempt to predict an imminent 
1930s-style depression. There are well- 
known worries of a more substantial nature 
about the US' future — its drug problem, its 
rotting slums, the breakdown of the family 
— but these are nowhere addressed. 

Neither does he address observations by 
serious analysts like Clyde Prestowitz who 
have given the lie to the myth of Japanese 
trade liberalisation. Prestowitz’ book, Trad- 
ing Places: How We Allowed Japan to Take the 
Lead, showed that government remains a 
highly formidable player in the Japanese 





The whips and scorns of time 


In Times of Great Chaos compiled by 
Christa Tisdall. Helping Hand, Hongkong. 
HK$195 (LIS$25). 


This collection of interviews is clearly a la- 
bour of love by all concerned. The inter- 
viewees are impoverished elderly people 
aided by the voluntary agency Helping 
Hand. Christa Tisdall says that they were 
chosen on the basis of their willingness 
to talk, rather than because their life stor- 
ies were exceptional. But all are survivors 
of one of the most tumultuous centuries 
in Chinese history, and the result is compel- 
ling reading. Each tale bears the deep im- 
print of real life, from its most mundane to 
its most thrilling, and often with warts 
firmly intact. 

These people have seen it all — wars, 
famine, personal and national tragedy. 
They have experienced the worst of human 
nature, and some — one judges by reading 
between the lines — have exemplified it. 
"For me, just to survive is a luxury," con- 
cludes one man, in a fitting encapsulation of 
nearly all the stories told. But the book 
admirably eschews the comfortable sail to 
Bathos upon a soothing stream of vicarious 
tears. Instead, the reader is left contemplat- 
ing the mysterious course of life, and why it 
must be so. 

Skilful translation and editing have pre- 
served individual voices, from the barking 
cadence of the old Kuomintang general to 
the worldly pride of the former dance-hall 
girl. One can almost hear the old baby-amah 
screeching at her charges along the sea 
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Seen it all. 


shore. Likewise the stunning photographs 
allow the faces of these elderly people to 
shine forth with a humble beauty despite — 
or perhaps in some cases because of — the 
ravages of time. As in the accompanying 
photos of weed-covered old village houses, 
these people seem to have begun to blend 
gradually into the complex pattern of the 
century that moulded them. 

So much have they blended, in fact, that 
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economic system despite much wishful 
thinking by the intellectual Right in Britain 
and the US. Significantly, Prestowitz’ dis- 
turbing evidence merits only one bland 
four-line allusion. 

The truth is that Japanese economics is 
three-dimensional — supply, demand and 

wer. In the modern world where the mar- 
ginal cost of producing a microchip may be 
only 3% of its price, that power factor is deci- 
sive. Emmott nowhere addresses the real 
question: can the Japanese bureaucracy 
maintain its industrial policy into the 21st cen- 
tury? There are two real dangers for the bur- 
eaucrats — rising protectionism abroad is the 
obvious one but a more important one is an 
uncontrollable meltdown in Tokyo's ambiti- 
ously managed capital markets. 

That said, the longer the real nature of 
the Japanese miracle goes unrecognised by 
intelligent observers like Emmott the more 
likely Japan will seize world leadership 
sooner rather than later. When it does, it will 
undoubtedly rewrite the rules of world eco- 
nomics and power in ways that will stun the 
West. gm Eamonn Fingleton 


it is only after one is deep into the book that 
the realisation hits — I know these people! 
Not the individuals, but others like them — 
the minibus driver who speaks fluent 
French and English and listens to classical 
music, the old woman reading Lu Xun be- 
hind her vegetable stall, the watchman or 
janitress in the building where one lives or ~ 
works. And even those others, noted with 
indifference, pity, or even revulsion — the 
crone pushing a dim sum trolley, the old 
layabouts in the park, the old woman 
scavenging in the rubbish bin, the ragged 
derelict whose home is a pile of cardboard 
boxes on the street. Suddenly one realises 
that all of these people, too, have a story to 
tell, of experience that can only make the 
average youthful resident of Hongkong 
reassess his panic over 1997. 

Apart from the story of individuals and 
their century, the book collectively portrays 
the shameful anomaly of wealthy Hong- 
kong's impoverished elderly. One can un- 
derstand how the vagaries of decades could 
reduce people to a state of utter want. What 
is harder to understand is that in a society 
boasting a multi-billion dollar budget sur- 
plus, people are spending their twilight 
years on the streets, or in a succession of un- 
speakable bed-space tenements, forced to 
support themselves at lowly and often back- 
breaking jobs until infirmity renders them 
useless. 

Helping Hand has restored dignity to the 
last years of more than 5,000 old people in 
Hongkong. Supporters of this worthy or- 
ganisation and buyers of this fund-raising 
volume should consider their money well 
spent. But it will take a lot of books to help all 
of the old people who still live and die on the 
streets of Hongkong. 8 Ann Yim 
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Commercial banks resume lending to Peking desp 





courting China again after a brief 

pause following the 4 June mas- 

sacre in the streets around Tianan- 
men Square. Since August, industry sources 
said, foreign banks have been quietly mak- 
ing new loans, albeit small and short term, 
to Chinese institutions. So eager are some 
banks to lend that the margins, which re- 
cently rose in favour of lenders, are pre- 
dicted to go down again soon. 

Although new lending activity is well 
below the level before 4 June, the resump- 
tion of lending is a barometer of how quickly 
business sentiment has turned around in a 
market still regarded as profitable. Some 
bankers have decided to move before the 
World Bank, whose resumption of new 
lending to China will be seen as a vote of in- 
ternational confidence. (In the wake of the 
. Peking turmoil, the World Bank froze new 
&. ing to China.) 





^. — *Fot the time being, concessional and bi- 
- lateral lending remain on hold as Western 


|. governments and Japan wait for positive po- 

litical signals from China and, specifically, 
from the upcoming communist party 
plenum. Even then, except for a few West- 
em governments, the loan sanctions im- 
posed on China after the massacre are due 
for review early next year; there is optimism 
in Peking that current tight restrictions on 
export credits and other trade-related bila- 
teral soft loans may be relaxed then. 

The World Bank is anxious to resume 
new lending to China. World Bank officials 
continue to work on their existing projects in 
China: at any time, there are at least 60 
World Bank staff in the country, sources 
said. Once the bank’s board gives its ap- 
proval to new loans, at least seven projects 
involving US$780 million can go ahead im- 
mediately. 

If the World Bank resumes lending, it 
will trigger off another wave of lending 
from those commercial bankers who need 
the institution’s imprimatur to justify new 
Chinese business to their headquarters and 
. shareholders. Japan's Overseas Economic 

Cooperation Fund, the second-biggest 
| Source of soft aid to China, is also expected 
.. to take its lead from the World Bank. 

5 In early October, China disclosed that its 
. Outstanding foreign debt rose from US$15.8 
<o billion in 1985 to US$40 billion in 1988, of 
which US$3.27 billion was short term. West- 
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ern bankers estimate China's current foreign 
debt to be around US$47 billion, with a 
higher ratio of short-term loans to meet 
cash-flow problems caused by a widening 
trade deficit. | 

Despite Peking's preference for soft 
loans, commercial money constitutes an im- 
portant part of its loan portfolio, especially 


during difficult financial times. In 1985-87, 


when. China suffered serious balance-of- 
payments problems, commercial loans ac- 
counted for about half its total borrowings. 
Multilateral and bilateral loans are impor- 
tant for long-term infrastructural projects. 
Thanks to worldwide recognition of the suc- 
cess of China's reform programme, Peking 
had been particularly successful in winning 
bilateral assistance, which doubled from 
US$3.09 billion in 1984 to US$7.2 billion in 
1987, according to the World Bank's World 


China's Worid Bank borrowing 


ES th 





known institutions were resumed within 
weeks. P. 

Since 4 June, foreign commercial bankers 
have lent at least "tens of millions" of US 
dollars to China, said industry sources. 
Most has come as short-term credits of less 
than US$5 million each, used for working 
capital and project financing. There were 
dub-type deals, such as the US$40-50 mil- 
lion loan for China's purchase of Boeing 
commercial airliners in August, with each 
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ite political sanctions 


participating bank contributing US$7-8 mil 
lion. In Hongkong, two syndicated loans, 
each of US$50 million, are being arranged 
for Chinese entities, the China International 
Trust and Investment Corp. (Citic) and 
China Resources (Holding) Co. 

Industry sources said European banks, 
especially the French, recently have beeni 
more active than Japanese and US institu- 
tions. Many have long working relation- 
ships with China and are more used to Pe- 
king's regular change of political climate. 
Other new lenders had difficulty in breaking, 
into the China market previously, but now 
have an opportunity to make a start, with “a 
couple of million dollars," said one Peking- 
based banker. 

Others say the Chinese economy is not 
dramatically worse than a few months ago; 
in fact, the austerity programme in force 
since late last year has brought a new, if dull, 
kind of order to the previously chaotic finan- 
cial scene when the central. government 
temporarily lost control over foreign bor- 
rowing. From hundreds of financial institu- 
tions, all claiming to be reliable borrowers 
and loan guarantors, there are now only a 
handful but each has a clear mandate. 


o some Western bankers, top 
' Chinese financial institutions, such 
as the Bank of China and Citic, 
. which have never defaulted on a 
loan, still seem a very good risk. “If a China 
loan has good guarantees from a reliable 
Chinese bank, a good price and a good, reli- 
able borrower, why not lend?" said one 
Western banker. Chinese borrowers, how- 
ever, are having to pay more for their 
money. From the previous one-eighth to 
one-quarter of a percentage point above the 
London inter-bank offered rate, the cost has 
moved up to one-half to three-quarters of a 
percentage point. 

For bigger and longer-term loans, bank- 
ers remain cautious amid reports of loan 
rescheduling, especially for joint-venture 
hotel financing. A US$55 million loan for a 
Shanghai hotel project was cancelled in mid- 
October after the foreign lenders concluded 
that the risk was too high. There are also no 
more major syndicated loans tied to export 
credits that were previously extended 
generously to China. 

In contrast to commercial loans, conces- 
sional and bilateral loans are dictated by 
politics. While World Bank staff insist that 
there is no economic reason to suspend 
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tending to China at this stage, its two most 
influential board members, the US and 
lapan, oppose a resumption because of 
domestic public opinion. Observers said a 
iparallel example is Vietnam, whose re- 
«ent economic reforms have prompted 
World Bank officials to recommend lending 
to Hanoi — a proposal blocked by the US 
and Japan for political reasons (REVIEW, 
12 Oct.). 

As of June this year, the World Bank has 
committed to lend US$8.5 billion to China, 
US$4 billion of which has already been dis- 
bursed. The bank's target is to lend US$6.5 
billion over the next three years. Restoration 


of central planning in China may reduce the 
bank's future lending but cannot be a reason 
to stop it altogether. After all, the bank has 
lent to other centrally planned economies, 
such as Rumania. 

Among Western governments, there is a 
feeling that the next step should be initiated 
by China if lending sanctions are to be re- 
laxed. China has to demonstrate by actions 
that it is still committed to reform and that it 
is improving its human-rights record. The 
lifting of martial law in Peking is another fac- 
tor, though this seems unlikely to occur in 
the foreseeable future. 

Japan's attitude towards new lending to 
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World Bank endorses China's austerity measures 


Carry on Mr 


By Robert Delfs in Peking E 
T he World Bank has given its implicit 





endorsement to China's economic 

policies of retrenchment and recen- 
tralisation introduced late in 1988 by Premier 
Li Peng and planning boss Yao Yilin. 

In a report just released, the bank argues 
that excessive capital investment underlies 
China's recent inflation, and only by squeez- 
ing money supply growth and reimposing 
direct administrative credit controls, as Li 
and Yao have done, can China's leader- 
ship restore short-term marco-economic sta- 
bility. 

So far, the main components of the re- 
trenchment programme have been: 
> Cutting state investment, especially in 
processing industries which consume scarce 
raw materials, and non-essential infrastruc- 
ture. 
> Postponement of price reforms. 
> Tightening money supply. 
> Restoring direct controls over lending by 
specialised banks, provincial bank branches 
and trust and investment 
companies, with the aim of 
reducing ^ extra-budgetary 
investment by state sector 
firms and investment by 
non-state-owned collective 
and joint-venture enter- 
prises. 

With these elements, the 
“ingredients for an effective 
short-term stabilisation are in 
place,” the report says. “It is 
now a matter of enforcing 
them.” 

But the report warns that 
administrative controls on 
investment, money supply 
and þrices are only “tempo- 
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Li: the big squeeze. 


Li 

rary palliatives,” not a permanent solution 
to demand management problems. “If cru- 
cial price, industrial and financial reforms 
are pushed farther into the future, there is 
the danger that the economy will gravitate 
towards a stop-go cycle on a rising infla- 
tionary trend.” 

Slamming on the brakes too sharply, 
moreover, might throttle growth. If au- 
thorities overreact with a sudden, drastic 
tightening of fiscal and monetary policies, 
recentralisation, and renewed price con- 
trols, “not just the future of reforms but also 
the pace of growth could be at stake.” 

The stabilisation programme should not 
“undermine reforms designed to equip the 
Chinese economy with markets that will 
help impose competitive discipline on enter- 
prises, provide a mechanism for efficient re- 
source allocation and offer opportunities for 
experimentation with new forms of owner- 
ship.” 

These warnings are particularly perti- 
nent as the party leadership prepares for the 
5th plenary session of the central committee. 

This meeting is expect- 
3 ed to adopt programmatic 

guidelines for economic po- 

licy and reform for the next 


three to five years. 
A key question is 
whether the 5th plenum will 


explicitly endorse the sort 
of concrete commitments 
which would advance eco- 
nomic reform during the 
period of retrenchment and 
beyond. 

Following the suppres- 
sion of pro-democracy dem- 
onstrations and  dismis- 


sal of party general secretary 
Zhao Ziyang in June, gov- 
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China is less clear-cut than that of the West. 
On the one hand, Japan wants to be seen be- 
hind the united front of the West against 
China; on the other, it sees itself as having a 
doser relationship with China because of 
geographical proximity and historical ties. 
Japanese banks are also heavily exposed in 
China and would be the most seriously hurt 
if China's credit-worthiness continues to de- 
teriorate. Official estimates indicate that over 
half of China's commercial loans are from 
Japan. In fact, through joint-venture hotel 
financing and Chinese bonds, Japanese fi- 
nancial institutions have already been badly 
hit. & 


ernment leaders have repeatedly stated that 
the reforms will continue, but there has 
been little in the way of specifics. 

One shift already visible in statements by 
individual leaders, however, is that political 
considerations have supplanted economic 
performance as the main criterion for 
evaluating economic policy. Specifically, the 
new leadership appears much more con- 
cerned to uphold a 1950s concept of social- 
ism. And they worry that economic policies 
might further erode the leadership of the 
communist party or the dominance of public 
ownership and state planning. 

New party General Secretary Jiang 
Zemin has reportedly said that he favours 
clawing back some of the decision-making 
powers previously delegated to facto 
managers under the reforms, in favour ot 
strengthening enterprises party commit- 
tees, sources say. The new leadership has 
also in effect ruled out substantial changes in 
the system of state ownership. 

Together with price reform, these are 
both widely regarded as crucial to China's 
long-term progress towards an economic 
system that will allocate economic resources 
more efficiently and better manage growth. 

The World Bank report offers the most 
revealing macroeconomic portrait of China's 
reforming economy that has appeared to 
date. The analyses of China's fiscal policy, 
industrial policy and national market inte- 
gration all chart new ground. 

The core of the report concerns the eco- 
nomic instability and high inflation that 
emerged after the introduction of urban in- 
dustrial reforms in 1984-85, which raised 
average annual economic growth to more 
than 11% a year, "pushing the economy to 
the limits of its productive capacity." 

This rapid acceleration was marked by a 
large increase in the share of investment in 
GDP. Enterprises were given greater au- 
tonomy but were not subjected to rigorous 
market discipline and accountability. Cou- 
pled with looser controls on money supply 
and credit, this created an environment in 
which there was every incentive for local 
governments and enterprises to maximise 
investment. 

Total fixed domestic investment rose 


from 29.2% of GDP in 1981 to 39% in 1988, "a - 


higher rate than at any time in the past and 
with few parallels in other countries." This 
resulted in enormous economic pressures 
which found an outlet in inflation. 

The rate of inflation remained moderate 
through 1984 but surged to double-digit 
levels in 1985 and 1987-88. As much as half 
of net price increases over 1981-87, the 
World Bank report says, can be seen as de- 
sirable adjustments of relative prices, but 
"the rest might be pure inflation." Con- 
tinued inflation in the more than 20% range, 
moreover, invites institutional adaptation — 
locking the economy into a steadily worsen- 
ing spiral of wage and price rises. 


he root of the problem is growth in 
the money supply which "allows 
firms to realise their almost unlimited 
demand for investment." The effect of 
monetary policy on growth has become al- 
most instantaneous, "which is not unex- 
pected for an economy that is now mainly 
steered through changes in credit availabili- 


The problem has been that up to now 
credit restrictions (such as those applied in 


1986) were mainly applied to non-state- 
owned enterprises (collectives and rural in- - 


dustrial enterprises) and were relaxed as 
soon as major state-owned borrowers began 
to feel the pinch, or — as was the case in late 
1988 — when tight money cut into the sup- 


Rigny of funds needed to finance purchase of 


theaütumn harvest. 

Collectives and rural enterprises found 
ways to insulate themselves through infor- 
mal financial arrangements, leaving state 
enterprises to bear the brunt of credit 
squeezes. This also seems to imply that a 
more intense contraction is needed to deci- 
sively affect the high-growth collective sec- 
tor, which may suggest a possible justifica- 
tion for the preferential treatment of large 
state-owned enterprises under current 
policies. 

A potentially controversial finding in the 
report is that real wages growth has not out- 
stripped growth in productivity and that the 
Chinese economy — unlike the Soviet 
Union — is not seriously threatened by an 
overhang of potential consumer purchasing 
power in the form of forced savings. 

While increases in urban wages have 
vastly exceeded government guidelines, the 
average annual real wage growth over 1978- 
87 has been only 4.8% — less than the 6% 
average improvement in labour producti- 
vity over the same period. 

The rate of savings in China fell in the 
early 1980s but rose again after 1984, reach- 
ing 37.676 of GDP in 1987, which is extremely 
high by international standards. Most 
striking is the radical change in the 
composition of savings. In 1978 the 
central government accounted for 43.596 
of savings, enterprises (whose economic 
behaviour was under tight government 
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control) 53.2%, and households only 
3.3%. 

By 1987, enterprise savings had declined 
to 42.6% of all savings, and budgetary sav- 
ings were only 11.5%, but household sav- 
ings jumped to 45.8%. (Put another way, 
household savings leaped from 1% to 17% 
of GDP.) “It is the Chinese household that 
has borne the brunt of adjustment, that fi- 
nances government deficits and whose 
thrifty habits helped keep inflationary pres- 
sures at bay between 1984 and 1987,” the re- 
port concludes. 

Rural households account for the larger 
part of total household savings. Although 
rural incomes remain much lower than urban 
incomes, the rural savings rate may be two- 
to-three times higher than the urban rate. 

The issue is whether this high rate of 
household savings is voluntary, or whether 








it is forced, constituting an overhang of sup- 
pressed purchasing power that threatens fu- 
ture economic stability. 3 

The report concludes that while part of 
the money balances can indeed be charac- 
terised as "overhang," household savings 
are primarily voluntary, and are likely to re- 
main stable at a high level. 

This is due to a powerful latent house- 


hold demand for wealth assets and an array 


of other forces which have been unleashed 
by the reforms. These include the weaken- 
ing of the social safety net, legalisation of in- 
heritance, restoration of the dowry system, 
and new opportunities for investment in 
housing and small-scale businesses. Almost 
half of all rural saving now flows into hous- 
ing, suggesting that allowing private hous- 
ing markets in cities may prompt higher 
rates of urban saving. " 





COMMODITIES 


Australia stockpiles wool as China demand dries up 


Prices clipped 


ustralian wool prices are tumbling 
A and stockpiles are rising rapidly after 

a sharp drop in Chinese. demand. 
China’s buying spree, which along with 
heavy demand from Japan had helped 
propel Australia’s wool industry to record 
heights, came to an abrupt end amid eco- 
nomic austerity and the political turmoil 
which followed the Peking massacre. 

The sudden evaporation of the Chinese 
market, which grew to become Australia’s 
second biggest in terms of quantity from 
1986-88, has left sheep farmers anxiously 
pondering the future. FA 

Apart from the drop in Chinese demand, 
the wool industry has also had to contend 
with a worldwide backlash against record 
high prices, expectations of a weaker Aus- 
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tralian dollar and the simple fact the country 
has too many sheep at the moment. 

The Australian Wool Corp. (AWC) 
warned recently that the near record size of 
the nation’s sheep flock would cause not 
only severe land degradation but also wool- 
marketing problems over the next three 
years. The Awc’s general manager of re- 
search and promotion, Bob Richardson, said 
that the current flock of 167 million head was 
“unsustainably high.” 

Wool sales last year reached a record 
A$5.9 billion (US$4.5 billion) as overseas 
buyers pushed prices to an average A$12 a 








kg for all types of wool. But hopes for a fall- 
ing Australian dollar have kept buyers away 
n wi es this year. 


Wool buyers believe the Australian dol- 
lar will fall in value following Treasurer Paul 
Keating's comments that interest rates 
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would ease at the end of this year or early 
next. Indeed, AwC chairman Hugh Beggs 
ast month called on the federal government 
'o lower the value of the dollar in the wake of 
the drop in demand from overseas buyers, 
oarticularly the Japanese. 

The fall in overseas demand has forced 
values to reserve floor prices of A$8.70 a kg, 
prompting the AWC to buy more than 50% of 
wool offerings at some sales. But the AWC's 
policy of supporting the market is causing 
problems. 

The corporation is having to shell out 
A$7 million a day (A$750 million so far this 
season) to bail out the industry and is run- 
ning out of storage space for its huge 
stockpiles. Its mountain of wool has just top- 

1 million bales, and there seems no im- 
mediate end in sight, especially with supply 
currently outstripping demand by some 
50%. 

While China might be the most obvious 
absentee from the market because of its un- 
precedented buying over the past two years, 
it is the decline in Japanese buying which is 
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holding off in the belief that the Australian 
dollar will fall substantially. Some officials, 
however, say Japanese demand has fallen 
in line with consumer trends and the 
worldwide weakening in demand for wool. 

Reports from Japan indicate that the 
downturn in wool prices is set to continue 
until at least early 1990, with only limited Ja- 
panese participation expected in Australian 
wool auctions. Large stockpiles in Japan, 
combined with a shift in consumer tastes to- 
wards synthetic fibres, mean that Japanese 
buyers will want little wool from the present 
season. 

Market analysts say that in the short term 
the key factor affecting prices will be the re- 
turn at some point of the Japanese buyers. 
But they also point out that despite the 
forced withdrawal of Chinese buyers be- 
cause of tougher economic controls since the 
June upheaval, China will return to the mar- 
ket eventually. LI 
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PROJECTS 


Indonesia s biggest foreign-invested project falters 








By Michael Vatikiotis in Merauke and 
Adam Schwarz in Jakarta 


he abrupt decision by the Scott Paper 

| of the US to pull out of a US$654 mil- 

lion pulp mill project near the south- 

ern coast of Irian Jaya came as a rude shock 

to its local partner — PT Astra — and the In- 
donesian Government. 

Environmental groups initially cheered 
the news, claiming it was their pressure that 
forced Scott out. But many of them now 
think that Scott's retreat may turn out to be a 
Pyrrhic victory, that the company's with- 
drawal from the scheme could in fact be bad 
for the forest and the people of Irian Jaya. 

Scott's withdrawal does not put an end 
to the project. The government is deter- 
mined to develop Irian Jaya, one of In- 
donesia's poorest provinces, and all parties 
involved insist the pulp project has its tech- 
nical merits. "We believe the project can be 
done in an economical and environmentally 
responsible way," Barry Kotek, president of 
Astra Scott Cellulosa (ASC) told the REVIEW. 

In an announcement from its Philadel- 
phia headquarters on 13 October, Scott said 
internal studies indicated it would not re- 
quire eucalyptus pulp from Irian Jaya to 
meet its worldwide pulp needs. "To support 
Scott's major worldwide tissue expansion," 
said Richard Leaman, president of Scott 
Worldwide, “we will be using more cost-ef- 
fective recycled and high yield fibres." Scott 
has a major eucalyptus plantation in Chile 
and a pulp mill nearing completion in 
Spain. 

The Irian Jaya plantation and pulp mill 
was intended as a three stage project with 
several years of environmental studies to 
precede the first commercial plantings in 
1991. On a 550,000-ha plot set aside by the 
government for the project, ASC was aiming 
to plant eucalyptus trees on 10-12,000 ha a 
year through the 1990s, with a 1,000 tonne- 
a-day pulp mill commencing operation in 
1998. The company envisioned a maximum 
plantation size of 200,000 ha. Until it with- 
drew, according to Kotek, Scott had spent 
less than US$2 million on the project. 

The way Scott handled its withdrawal 
from the project took Jakarta's business 
community by surprise and raised doubts 
that Scott's participation in future projects 
would be viewed favourably by the govern- 
ment. Scott only notified Astra and the In- 
vestment Coordinating Board (BKPM), of its 
decision on 13 October, the same day the 
news was made public in the US. Analysts 
say the decision is clearly a blow for BKPM 
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Pulp plans 


cotched 


and its chairman Sanyoto Sastrowardoyo 
since the US$654 million project, the largest 
foreign investment ever outside the energy 
sector, had already been included in BKPM's 
widely heralded 1988 foreign investment 
figures. 

But if Scott's future in Indonesia is un- 
clear, the pulp project is almost certain to go 
ahead. Armana Darsidi, director general of 
reforestation and land rehabilitation at the 
Forestry Ministry, said the government 
would offer the project to other investors. 
"There are five foreign companies ready to 
invest" he said, "two companies from 
South Korea, one from Japan and two from 
Taiwan." He did not identify the com- 
panies. Other sources said there were also 
several large Indonesian conglomerates in- 
terested in joining the project. 

Environmentalists have been as sur- 
prised as anyone over the sudden turn 
of events. Environmental and social sup- 
port groups in Irian Jaya and Jakarta say 
that Scott's pullout came just as the com- 
pany was responding to pressure to negoti- 
ate with local people over land rights a 
consider the environmental impact cf 
project. A new partner, they say, may 
less convinced of this necessity. "Scott was 
sympathetic," said the head of non-gov- 
emmental environmental group in 
Merauke. "For a multinational this was very 
unusual." 


in late 1986, the response of environ- 

mental groups was unambiguously 
hostile. The proposed eucalyptus plantation 
and pulp mill would have used tribal land 
north of the Digul river in Merauke district, 
affecting an estimated 15,000 people in 23 
villages around an area known as Bade. 

Scott, a major producer of disposable tis- 
sue paper products, had surveyed potential 
sites in Australia, Malaysia, Thailand and 
Papua New Guinea before settling on Irian 
Jaya because of its low population density 
(in Bade 1 person per km?), proximity to 
markets in Japan and South Korea and fact 
that eucalyptus stands were indigenous to 
the area. The link up with Indonesia's car- 
manufacturing giant Astra tied in nicely 
with Astra's interest in expanding into plan- 
tations and forestry products. 

ASC presented a proposal for the scheme 
in late 1988 which prompted worldwide 
hostility in environmental forums. Stirred 
by a recent campaign against another pulp 
mill in North Sumatera, Indonesian en- 
vironmental groups launched a vigorous 


Y: when the project was first heard of 
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campaign against ASC, saying the 
project would degrade the environ- - 
ment and destroy the hunting and 
gathering traditions of the local 
people. The campaign reached a 
climax in the past few weeks, with 
the San Francisco-based Rainforest 
Action Network running a full-page 
advertisement in the New York Times, — 
highlighting, among others, the 
Scott-Astra project. 

In reality, after some convincing 
Scott had begun to listen to environ- 
mental groups in the Merauke area. 
While much forest exploitation 
around Merauke goes on illegally, in 
and outside official concession areas, 
Scott fought hard to ensure their con- 
cession would only be used for legal 
purposes — claiming they would only clear 
cut a fraction of it. In fact, the Bade area 
had already been surveyed by a team of 
consultants working for the Ministry of 
Transmigration. They rejected the area 
for resettlement because of the complexity 


of land rights, but recommended develop- 


ment based on tree-cropping “because the 
people have already planted some rubber 
and this would least disturb the area 
hydrology.” 

Local sources claim that Scott had been 


e persuaded to consider land rights. Neglect 


f of trial land rights is a source of considera- 





ble xil discontent in Irian Jaya, so when 
Scott sent teams to the Bade area to survey 
land rights, community leaders were en- 
couraged. One source in Merauke told the 
REVIEW that Scott had gone ahead with the 
social survey despite objections from Astra. 
Nobody in Merauke could deny the pro- 
ject would have a deleterious impact on the 
environment. Scott Astra made the case that 
the high-yield in fibre from certain species of 
eucalyptus would mean less area would 
have to be planted and utimately more of 
the environment preserved. But environ- 
mentalists countered this with the argument 





dc — intellectual property rights 
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fter nine months of debate, the In- 
Az parliament with minimal 
. fanfare passed a patent law on 13 Oc- 
tober, reflecting Jakarta's desire to comply 
with international pressure to respect intel- 
lectual property and match its Asean neigh- 
bours in providing an attractive investment 
climate to foreign investors. 

An inter-ministerial team was set up in 
1986 to draft legislation safeguarding intel- 
lectual property rights. Government officials 
acknowledge that they were galvanised in 
part by stinging public criticism from Eng- 
lish pop singer Bob Geldof over their collec- 
tion of tax on pirated We Are The World audio 
cassettes. Profits from the original had gone 
to famine relief in Africa. 

In October 1987, the government 
amended an existing copyright law. It has 
since signed bilateral agreements with the 
US and the EC to protect books, audio re- 
. cordings and computer software. One offi- 
. dial said Indonesia was considering rejoin- 
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ing the Berne Convention — which sets in- 
ternational copyright standards — which In- 
donesia withdrew from in 1958. Indonesia is 
also revising the trademark law which is ex- 
pected to go to parliament next year. 

The new patent law incorporates only 
minor changes from a bill submitted to the 
parliament in January. Although the law still 
has to be signed by President Suharto and a 
full version has not been made public, for- 
eign business executives familiar with the 
law said they were content with it. “Nothing 
fatal was done to the bill in parliament,” said 
one Western embassy offical. — — 

However, foreign businesses contacted 
in Jakarta said they were disappointed with 
some aspects. For one, the law does not be- 
come effective until 1 August 1991, eight 
months later than the date proposed in the 
bill. Secondly, patent. duration has been 
shortened from 15 years with a possible ex- 
tension of three years, as was proposed in 
the bill, to 14 years with an extension of two. 

“Quite a disappointment,” said the pre- 
sident of a US pharmaceutical company. He 
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. would harm the local water supply 
and create problems in the lowlands 
where the local people live off sage 
groves. 

The Indonesian  govemmen: 
made it dear that jobs for the loca 
people were a priority in the 
Merauke area. Scott claimed thé 
project would create 6,000 new 
jobs, apart from generating exports 
valued at US$200 million a vear 
New roads and telecommunications 
facilities to be installed for the 
project were regarded as a much- 
needed boost for this remote part 
of the country. In short, though 
concerned about the effects of the 
scheme — and just how many 

Irianese would be employed — missionary 
and local environmental groups were close 
to accepting it as a necessary input to the 
area's development so long as the locali 
people were considered and consulted. 
Under Scott management, this. looked 
likely, but reaction in Merauke to Scott's 
withdrawal has focused on the fear that 
Astra's new partner, if there is one, may be 
less accommodating. As one environmen- 
talist in Jakarta put it a day after learning of 
5cotts decision: "We considered this a vic- 
tory yesterday but today we don't know 
who the enemy is.' | a 


said that after. taking into account the time 
needed to research, develop and register a 
new drug, the patent law may not provide 
enough time for companies to recoup their 
costs. He also noted that patent life starts 
with date of application and the application 
process can take up to four years. | 

Nevertheless, the worse case scenario of 
drug firms did not come true — parliament 
did not exclude pharmaceuticals from pa- 
tent protection, despite objections from 
some local groups who feared that drug 
prices would be pushed higher if pirated 
drugs, which are now widely available, are 
swept from the shelves. 

The government countered criticism by 
pointing to a new Health Ministry program- 
me to supply cheap generic drugs to local 
hospitals. Almost all of the drugs included 
in this programme are older drugs for which 
patents have already expired. The Indone- 
sian patent law does allow Suharto to delay 
a patent request for up to five years "if [the 
product] is important for national develop- 
ment," according to Oka Mahendra, a 
representative of the ruling party, Golkar, 
who worked on the law. 

Other changes in the law include a 

red appeals process for patent ap- 
er penalties for those who in- 
fringe patents and a decision to assign all pa- 
tent fees to the national treasury instead of to 
the patent office at the Justice Ministry. 
Mahendra says this will enable the govern- 








sent to control better the money generated 


y new patents. But foreign executives are 
vorried that, if past form holds true, the pa- 
ent office will be starved of funds as the 
reasury allocates its resources to higher 
wiority areas, crippling the government's 
ibility to research and investigate patent re- 
juests. 

But the main concern with the law, 
purces say, is its denial of patent protection 
o imported products. Thus, though the 
rovernment prohibits the import of most 
inished pharmaceutical products, impor- 
ers can bring in bulk materials for drug pro- 
luction, whether or not those drugs are pro- 
ected by patents inside Indonesia. "This is a 


| problem of trade, not a patent problem," in- 


sists Mahendra. 

But businessmen and some officials see 
this provision as a major loophole to thelaw. 
“Tf we leave Article 21 [dealing with imports] 


in the law, the whole system means no- 


thing," said Bambang Kesowo, who heads 
the legal section at the state secretariat and 
was one of the law's principal architects. 
The intent of the law as regards imported 
products is still open for interpretation, say 
businessmen and government officials. 
Businesses are waiting for the government 
to issue implementing regulations, expected 
by mid-1990, to learn how the law will be en- 
forced. "The parliament made some political 





MARKETS 


lapan’s Big Four brokers lose their touch 


Power fail 


the other members of the Big Four — 

Daiwa, Nikko and Yamaichi — is de- 
rived from their power to refresh those in- 
vestors other brokers cannot reach. “Placing 
power” is the way it is usually described — 
the ability to distribute securities to big in- 
stitutions and to sell scrip to the masses. 

One pillar of the edifice is crumbling, 
however. The combined trading volume of 
the Big Four in September comprised 34% of 
the Tokyo Stock Exchange (TSE) turnover, 
six percentage points lower than in March. 
Nomura’s share of turnover fell below 10% 
in September for the first time in 20 years. 
The question is whether this decline is termi- 
nal or merely a temporary hiatus. 

The main reason for the drop is that the 
character of the stockmarket has changed in 
the past year from a liquidity- and theme- 
driven pattern of trading to one dominated 
by corporate earnings and asset discounts. 
The days when Nomura could move the big 
steel firms’ share prices on the basis of a 
massive sales campaign seem to be over. 

The so-called “30% rule” imposed last 
year by the Ministry of Finance (MoF) is the 
reason some brokers give for the relaxation 
of the Big Four's stranglehold on the market. 
Officials asked the four not to increase their 
trading volume in any given counter above 
3096 of its monthly tumover, thus under- 
mining the practice of pushing individual 
stocks to favoured customers. This was in- 
troduced after the Brady Commission in the 
US, investigating the causes of the October 
1987 crash, criticised the four brokerages for 
manipulating prices. — 

Those charges were echoed in Japan 
following the Recruit share-dealing scan- 


T he magic of Nomura Securities and 
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dal last year and the complaint, voiced 
loudest by local banks, that Nomura and 
others were making "excessive" profits. 
In July, an official advisory body, the 
Securities and Exchange Council, was 
asked by the MoF to consider how the 
four houses’ grip on the market could be 
loosened. As a result of these pressures, the 
big brokerages may be practising self-re- 


weakens 





straint in their business, while encouraging 
their affiliated securities houses to conduct 
more trading. 

The effect on the parent companies’ 
half-year results to the end of September 
1989 has been dramatic. For Nomura, the 
volume of shares brokered fell 47% below 
the previous six months to 19.6 billion, 
owing to a 14% decline in the total level of 
trading on the TSE and a loss in market share. 
This was partly offset by a 43% increase in 
brokerage commission per share, with the 
result that total fees from stock trading fell 
17% to ¥159 billion (US$1.12 billion). The 
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fz the secondary market at a big profit, mainly 


compromises with the law and I expect the 
government will try to smooth out some of 
the rough edges with the implementing reg- 
ulations," said one lawyer. 

Kesowo, who will help draw up the im- 
plementing regulations, said that the law 
does not intend to put out of business the 
domestic pharmaceutical companies which 
now rely on imports of patented substances. 
Domestic firms can continue to import 
patented pharmaceuticals until Indonesia's 
law comes into force. "After that," said 
Kesowo, “to import products not specifi- 
cally mentioned in the implementing regu- 
lations will be considered an infringement of 
patent." Bi 


other three brokerages saw smaller declines. 

This slump would have been more wor- 
rying if the four had not been rescued by the 
equity warrant market. Nomura's profits - 
from warrants were Y74 billion in the half- 
year period, 89% higher than in the previous 
six months (brokers fiscal years end in 
March as from 1989). Net income as a whole 
inched up 4% to ' 108 billion on operating 
revenue of 486 billion. Daiwa and 
Yamaichi's warrant profits rose by two- 
thirds. Their total net income and Nikko's 
rose 21-23%. 

These handsome returns were not made 
by trading warrants in the secondary mar- 
ket. Instead, the profits were earned P. 


holding onto a large portion of warrar.. WP *. 


bonds they underwrote in the Euromarket 
and then selling the detached warrants i 


to Japanese investors. 

The success in warrants is therefore 
based on the same strength in underwriting 
as before, only in this case the primary mar- 


ket is in London. About 80% of the warrants _ OH 


still end up in Japanese hands, even though 
they are issued abroad. As in equity trading, 
the Big Four's share of underwriting has also 
fallen, but by less. In the year to September 
1988, they received 6876 of all equity under- 
writing fees in Japan, against around 8076 in 
the mid-1980s. Nomura’s underwriting 
commission income fell slightly in March- 
September 1989, The smaller local broker- 
ages have increased their share, in part 
thanks to the privatisation of Nippon Tele- 
graph and Telephone. 

If Japan's securities markets are outgrow- 
ing the Big Four, the brokers are responding 
by venturing further afield. They all went 
into the black in their US operations in the 
most recent six months after more than a 
year of heavy losses. The main reason for 
the improvement is that Japanese investors 


have re-acquired a taste for US securities ^. 


since April. They bought a net US$810 mil- 


lion worth of US equities in the second quar- a 


ter of 1989 against only US$350 million for 
the whole of the past year. The shake-outon — 
Wall Street in mid-October may tumthetide > 
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Getting what you give 


ith the EC working towards 
the creation of a non-dis- 
criminatory "single passport" 
for the provision of financial 
services throughout Europe after 1992, Ja- 
panese and other non-EC financial institu- 
tions might think the way into Europe is 
now clear. 

Not so, unfortunately, for the twin 
spectres of custom and vested interest loom 
up to block their way, and reports of the 
death of the the notorious "reciprocity" pro- 
visions threatening Japanese banks and 
others are clearly exaggerated. 

It is claimed that the principle of “na- 
tional treatment" has replaced a demand for 
reciprocal treatment. This is not what is 
suggested, however, by a careful reading of 
Article 9 of the Second Banking Directive, 
due to come into force on 1 January 1993. 

National treatment means just what it 
says: that a country wanting access for its 
banks in another country must agree to treat 
banks from that country at least as favoura- 
b' as it treats its own institutions. Reci- 

2cal treatment on the other hand means 
giving as good as you get. 

' Article 9 says that where third countries 
are not granting EC credit institutions mar- 
ket access "comparable to that granted by 
the Community to credit institutions from 
that third country" sanctions can be applied. 
Any application from a non-Community 
bank to set up a subsidiary in the EC can be 
held up until the EC feels matters have im- 
proved. This principle will in time be 
applied under other EC financial directives 
governing securities houses, insurance com- 
panies and so on. 

One consolation is that non-European 
banks and other financial institutions which 
make it to Europe before 1993 will not be 
subject to this kind of harassment if they 
wish to acquire subsidiaries, or to take over 
EC institutions. 

This promises to trigger a rush by East 
Asian banks and others to set up in the EC 
before the drawbridge goes up. For banks 
there is a real incentive: the prospect of 
being able to do just about any kind of busi- 
ness — including securities transactions — 
after 1992. 

For securities houses, the prospects are 
by no means so enticing. A raft of new direc- 
tives will be needed to smooth their path 
and there is a sneaking suspicion that the 
timing and content of these might just 
favour the (Continental) European way of 
doing things rather than the Japanese — or 
American — way for that matter. 

Take the proposed Investment Services 





Directive for instance. Unless this comes 
into force simultaneously with the Second 
Banking Directive, banks will be free to offer 
securities services in the EC (provided they 
are licensed in any one Community coun- 
try), but securities houses will not. 

Could it be coincidence that the bank- 
dominated financial systems of Continental 
Europe, where universal banks enjoy a vir- 
tual monopoly on securities dealing, would 
stand to benefit from such a situation? US 
and Japanese systems, on the other hand, 
formally separate commercial from invest- 
ment banking, and Britain has non-bank 
securities houses. 

Where would all this leave the like of, 
say, Salomon Brothers or Nomura, or even 
City of London blue-bloods like Cazenove? 
Out in the cold? No, say the Eurocrats in 
Brussels as they struggle to get the Invest- 
ment Securities Directive in place by the end 
of 1992, so that securities houses may enjoy 
the same freedoms as banks. 

But there is the related and tricky ques- 
tion of getting a capital adequacy directive in 








3 Screen = 
London waits expectantly. 


place at the same time. Otherwise the pru- 
dent may suffer while the more adventur- 
ous (in terms of the risks they will take rela- 
tive to resouces) may benefit. 

Banks are already subject to capital ade- 
quacy requirements by virtue of the Basle 
Agreement — but not yet securities houses. 
And it is abundantly clear that Brussels is 
going to have a hard time getting a univer- 
sally acceptable definition of what consti- 
tutes capital. 

Here again, the banks in Continental 
Europe have a chance to put a spoke in the 
wheel and conveniently hold up the Invest- 
ment Services Directive until beyond 1993 — 
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when they will have consolidated their hold 
over the EC single market. 

An ent is going on in Brussels as tc 
whether to adopt the “European” approach 
to capital adequacy or the “Anglo-Saxon” 
one, which in this case happens to apply as 
much to Japan as to the US and Britain. In 
other words, an approach that favours com- 
mercial banks or one that favours securities 
houses, 

One thing certain is that there is no room 
for a compromise which favours banks and 
securities houses equally by forcing them 
both to establish separately capitalised sec- 
urities subsidiaries. The banks have already 
gained freedom under the banking directive 
to do securities business in their own name. 

The idea of a single passport to Europe 
will not mean much either if some ex- 
changes on the Continent continue to re- 
strict securities business to members of their 
national stock exchanges while at the same 
time severely restricting membership of 
these exchanges. 

Anglo-Saxon attitudes may yet prevail 
over European practices in the area of sec- 
urities trading, however. The International 
Stock Exchange in London appears to be 
manoeuvring skilfully to preserve its domi- 
nance by encouraging a more streamlined 
European investment market while dis- 
couraging the idea of a federated European 
stock exchange. 

The logical development for 1992 would 
appear to be the creation of a pan-European 
stock exchange, bringing together major ex- 
changes like London, Paris and Frankfurt 
with smaller ones like Amsterdam and Bar- 
celona to provide a Euro-equity market. 

There is insufficient liquidity at present in 
most national European stockmarkets, or in- 
deed in Continental Europe as a whole, to 
permit equity offerings of international pro- 
portions, or to attract international invest- 
ors, as noted at the recent Money Europa 
conference in Edinburgh. 

Nationalism appears to rule out any 
prospect of a federated European exchange 
in the foreseeable future and the only con- 
crete agreement so far is on collection and 
dissemination of price and market informa- 
tion by a single European body. 

What seems obvious is that once ex- 
change controls disappear completely in the 
EC in 1992 and other regulations are eased, 
equity issuers will gravitate towards the 
biggest and most efficient market — and in- 
vestors towards where the stock is. London 
is still the obvious place and thus could 
thwart much Euro-protectionism in the sec- 
urities field. = Anthony Rowley 
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How come 


Ns it vour profit margin? Or is it lack of control? Does 
vour European operation in fact need a push in the right 


youre not 
satisfied with 


Then consider the cost-efficiency of your logistic opera- 
tions. And also a cheaper and more flexible distribution 
network. 


business in Kurope? 











your 





Concentrate in Rotterdam. It offers you up to 40% 
savings on your logistic costs, compared with shipping 
directly to national ports! It offers you access to Europe's 
most sophisticated cargo handling and distribution net- 
work! And, it puts you in control again! 

Because in Rotterdam you save on transport costs 
by shipping through Europe's best equipped port. 

Because Rotterdam is where Europe begins. 
From Rotterdam you can get any cargo virtually anywhere 
in Europe within 24 hours. By road. By rail. By river Rhine 
barge. Or by sea feeder line. 

Because in Rotterdam you store and process your 
commodities right in the centre of your European market. 
In your own or in a contracted distribution warehouse. 

Because in Rotterdam vou have a wide choice of 
physical distribution specialists who can handle your entire 
job. From factory to ultimate customer. 

In fact, the Port of Rotterdam offers you a variety 
of facilities so complete, other ports can only dream of 
them. The Port of Rotterdam is an environment of perfect 
partnership. 

Where over 700 competitive service specialists 
offer you one-stop shopping. 


To better serve your European customers. To improve your 
profits. 

The Port of Rotterdam, External and Commercial 
Affairs Department, P.O. Box 6622, NL 3002 AP 
Rotterdam, The Netherlands. Tel. Int. 31-104894120. 
Telefax Int. 31-104778240. Telex 23077. 


Port of Rotterdam. 
Part of your business. 





"I sure intend to find out". 
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elp electrical supply 
err outlets. 


jm the supply and distribu- 
tion business, like many others, 
creating networks to link dozens 
of outlets is a common need. It 
often requires different com- 
puters in different locations to 
talk to each other. 

That can be a problem, par- 
ticularly if those computers 
weren't designed to recognize 
that most computer rooms today 
contain equipment from more 
than one manufacturer. 

Thats why, when we devel- 
oped NCRNet, our overriding 
objective was to achieve an open 
modular communications net- 
work architecture. One based 
upon current industry standards. 

While NCR strongly supports 
the emergence of OSI as the 
communications architecture of 
choice, we also recognize our 


customers will be making 





choices among several com- 
munications technologies for 
some time to come. So in addi- 
tion to OSI, NCRNet includes 
other popular protocols: X.25, 
BSC, Async, NetBIOS, TCP/IP 
and SNA. 

We take this same approach 
to all of the products we develop. 
Because we believe very strongly 
that only computers that can 
co-exist, should exist. 

At NCR we keep our systems 


open so you can keep your 


options open. 





Creating value 


This is the key to the This is the key to the 
world's most advanced world's finest 
locking system. capital market services. 


Today, when large corporations need 


funds, they have many markets to choose 


It is the first key which i 
KAE A from, and a bank that provides access to 


complements a sophisti- 


cated mechanical design 


them all: Swiss Bank Corporation. You 


with an electronic coding 
concept. The secret lies y 
ra d aa need that kind of coverage to take a 


in the key itself. Manu- 


factured by KABA, a global approach when the markets are 
Swiss company, it can be 

programmed to open changing so fast. Plus an ally with the 
only certain designated 

doors within a master ability to adapt and anticipate. And 
locking system, and 


even to provide access 


| the confidence of having a powerful 
only at certain times 
M ONCE a. isa distribution network behind you. In 


a unique remedy in the 


event of key loss or theft. 





The respective locks do short, you need what Swiss Bank Corpo- 


not have to be replaced. 


iiiad they omni ration does when it underwrites an aver- 


reprogrammed to reject 


the missing bey age of three securities issues each day. 


Swiss Bank Corporation 
Schweizerischer Bankverein 
société de Banque Suisse 


The key Swiss bank 





GGK 


General Management in CH-4002 Basel, Aeschenplatz 6, and in CH-8022 Zurich, Parodeplatz 6. Worldwide network: Amsterdam, Atlanta, Bahrain, Bogotá, Bombay 
(Adviser), Buenos Aires, Cairo, Calabar (Adviser), Calgary, Caracas, Chicago, Dallas, Dublin, Edinburgh, Frankfurt, Grand Cayman, Guayaquil (Adviser), Hong Kong, 
Houston, Lima, London, Los Angeles, Luxembourg, Madrid, Manchester, Melbourne, Mexico, Miami, Monte Carlo, Montevideo, Montreal, Munich, Nassau, New York, 
Osaka, Panama, Paris, Rio de Janeiro, San Francisco, Sáo Paulo, Seoul, Singapore, St.Helier/Jersey, Stuttgart, Sydney, Tehran, Tokyo, Toronto, Vancouver. 





USINESS AFFAIRS 





RESEARCH 


AND INNOVATION 


Lines to the future 


ext year marks the centenary of 

Japan's first phone line, installed 

between Tokyo and neighbouring 
= Yokohama. Today, the country 
as over 50 million subscribers, and Nippon 
elegraph & Telephone (NTT) has grown 
ito one of the largest companies in the 
rorld, with some 270,000 employees and 
ales last year of about US$45 billion. 

Many — including NTT's watchdog, the 
finistry of Posts & Telecommunications — 
aim that the corporation, which was 
rivatised in 1985, has become too big. They 
elieve that in the interests of efficiency NTT 
nould be broken up into smaller, regional 
nits employing far fewer workers. 

One of the arguments that the corpora- 
on is using to defend itself is that restruc- 
aring would weaken its research and deve- 
ypment capability (6,000 scientists at 11 
iboratories with a budget of US$1.6 billion) 
nd interfere with its grand plan for the di- 
italisation of Japan's telephone network. 

Recently in Tokyo the corporation re- 
ealed details of progress on the implemen- 
ation of this network, together with 
ome of its recent research towards 
uture telephone systems. 

Almost two-thirds of Japan's 
»ng-distance phone lines and over a 
hird of local lines now carry traffic — 
'oice, image and data — in the form 
if high-speed flashes of light whiz- 
ing along glass fibres instead of elec- 
rical waveforms chugging down 
opper wires. The corporation esti- 
nates that the changeover from 
inalogue to digital will be complete 
»y 1995. 

But NIT admits that persuading 
»eople to take advantage of the new 
apabilities will take longer than lay- 

ng the lines. Since it introduced its 
ll-digital service in April last year, the cor- 
oration has managed to sign up just 2,600 
iubscribers. One reason for the relative lack 
x interest is that 150,000 of the most likely 
isers of the service — large firms — already 
ease their own digital lines, and thus have 
10 need of the new public service. 

Once digital networks have been intro- 
luced, NTT’s next step will be to increase 
heir capacity, from the 1.5 megabit per 
second service introduced to Japanese 
subscribers this June to 150 megabits per 
second by early next century (if users in 
lifferent countries can agree on standards). 
Wider lines will be crucial in order to handle 
he huge volumes of data generated by 
ligitalisimg video. NTT predicts that 20 
years from now, multi-media traffic such as 
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video-conferencing will be commonplace. 


Broadband digital networks are one of 
three pillars on which NTT bases its vision of 
the future. The other two, according to Iwao 
Toda, senior manager at the group's R&D 
headquarters, are making telecommunica- 
tions smarter and friendlier. 

One obvious way to make a phone 
friendlier is to do away with the need to hold 
it next to your head. “Hands-free” phones 
are already widely used in offices, but are 
prone to pick up distracting background 
noises as well as your voice. NTT has de- 
veloped an intelligent solution to this prob- 
lem — an array of tiny directional mic- 
rophones that lock onto the speaker's voice 
and suppress everything else. 

Voice dialling is an increasingly popular 
way of eliminating the need for fingers. The 
speaker-independent recognisers on which 
such phones depend can handle clearly 
enunciated numbers, plus a couple of dozen 
words (for calling someone by name rather 
than number). 

Since 1981, NTT has deployed these limit- 





Don't call us... 


ed resources as part of its ANSER service. This 
service is used by almost all Japanese banks 
and securities companies automatically to 
answer — via a speech synthesizer — sim- 
ple inquiries about balances and latest stock 
prices. 

NTT has recently marketed a single-board 
version of the system that plugs into a per- 
sonal computer to enable a wide range of 
businesses to handle simple telephone in- 
quiries. But Sadaoki Furui, manager of NTT's 
speech and acoustics laboratory, reckons 
that it will be at least five years before 
phones are capable of recognising continu- 
ous sentence-level speech. 

Among the many problems that remain 
to be solved is how to sort out the difference 
between proper words and the ums and ahs 
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with which we pepper our speech. These 
are known in the telephone trade as 
"botched utterances." 

If speech recognition is still in its infancy, 
then image recognition is a newborn. For 
one thing, video phones are still few and far 
between and only capable of transmitting a 
jerky series of still images rather than a con- 
tinuous picture. 

One application envisaged is as back-up 
for voice recognition systems. For example, 
NTT demonstrated a system that, in addition 
to recognising simple gestures like nodding 
and shaking of the head, had also been 
taught to lip read. 

The visual equivalent of a synthesiz- 
ed voice is a computer-generated face. Re- 
searchers at NTT's visual perception labora- 
tory have synthesized a moving video 
image of a standard Japanese head. 

But in order to do so they have had to 
make some compromises — for example, 
generating individual hairs as cylinders 
would be prohibitively expensive in com- 
puting time, so triangles are used instead. 

The resultant image looks faintly like 
a Noh mask. 

Yukio Kobayashi, the laboratory's 
manager, admits that improving 
image technology enough to take 
care of two-way visual communica- 
tion will take another 10 years and at 
least a 50% increase in processing 
power. 

Services recently introduced to 
the Japanese consumer are what NTT 
calls “free dialling” and "voice bulle- 
tin board." These are known to the 
rest of the world as toll- free numbers 
and voice messaging. The latter are 
temporary numbers which can be 
used, for example, to advertise last- 
minute details on a one-off event 

such as a concert (or a party — police 
in Britain have reportedly asked that 
such numbers be banned on the grounds 
they encourage unlicensed  get-toge- 
thers). 

Voice messaging and other fast-growing 
new services depend on software for their 
function. That means they are more likely to 
be developed by small companies in closer 
touch with market needs than a behemoth 
like NTT. 

In the past, the corporation has had the 
vision and the wherewithal to provide its 
subscribers with one of the most advanced 
networks in the world. In the future, it will 
increasingly be up to subscribers to decide 
what they want to do with that network. 

m Bob Johnstone 
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Inking big 


A n army of nimble and highly skilled 


printers have built Hongkong into 

the premier Asian headquarters for 
international printing. The territory's 3,500- 
odd printers generally operate from un- 
glamorous premises — cramped, multi- 
storey factories in places like Quarry Bay, 
and Tsuen Wan in the New Territories. 
Nevertheless, they have capitalised on the 


increasing globalisation of the industry to 


develop Hongkong into the prime Asian lo- 
cation for printing millions of glossy coffee- 
table books destined for sale in the West. 
Add to that the container loads of equally 
profitable textbooks, newspapers and 
magazines, advertising brochures, greeting 
cards, directories, and assorted packaging 
materials that stream out of Hongkong's 
Kwai Chung docks, and you have an export 


» industry that last year was worth HK$2.6 
^. billion (US$333.3 million), and will be worth 
. .. more this year. 








Japan's printing industry may dwarf 


es Hongkong's, but it is an almost entirely 


domestic affair, exporting barely 1% of total 


_ output. For export-oriented printing, only 
_ | Singapore can claim to rival Hongkong in 
. providing a full service, from typesetting 


and colour separation through to binding 


... and book jacket lamination. But Singapore's 
» industry is relatively small, making it a poor 
“second choice for most international pub- 
















Development Bo 


ting up branch operations in Singapore. 






-. dty-state's future as Southeast Asia's pre-en 

trial and. service centre. To help achieve th gc 
ard is doling out five to 10-year 
a range of other incentives to foreign printers andp 





Flexibility underpins Hongkong's printing success 


lishers looking for an Asian production 
base. Taipei and Bangkok would both like 
Hongkong's business, but Taipei suffers 
from high costs and low quality, while 
Bangkok is hampered by poor infrastructure 
and a dearth of experienced printers. 

Hongkong's printers exemplify the 
dynamism that has helped make Hongkong 
into a booming industrial and service centre, 
despite its lack of a rural hinterland or 
natural resources. But it also demonstrates 
the territory's vulnerability. 

Rising wages, a worsening shortage of 
qualified workers, and above all the spectre 
of 1997 threaten Hongkong’s position in the 
printing industry. "All my best young 





Singapore's paper profits. 








A few have begun to take the bait. Some publ j a ES 


- established production offices in- Hongkon g at easingly 
-.. looking to Singapore. asan alternative printing centre. Besides the ; 
| fying production and obtaining « easier. 
. access to Asean markets, the Singapore option maybeseenasa 

urance policy against possibly catio i 
lon kp: sea the pp to 994. 





. obvious virtues of diversifyi 
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nee which hasc a much h longer Hy in 
ig industry d Hong kong, will 


hus 1 r nn small s size is aicea SE s Singa- | 
ped. res million (L 95200. million) wo ] 


about emigration,” complained Tada 
Ohkubo, vice-chairman and managing « 
rector of Dai Nippon Printing Co., which 
1964 become one of the first big foreig 
printers to set up shop in Hongkong. 

British publishers started getting certa 
types of books printed in Hongkong alme 
30 years ago, with textbook and scholas 
book specialists Longman and Oxford Us 
versity Press leading the way. The Britis 
territory already had a sizeable number 
print shops and skilled artisans — some 
them refugees from Shanghai's huge pr 
1949 printing industry. At that time, tł 
main draw was that colour printing w 
done a lot cheaper by Hongkong's highi 
competitive printers than by Britain's inef. 
cient, highly unionised print shops. 


B ut as the industry developed, the pre 


sence of myriad small colour separ: 

tion houses, printing shops, bis 
deries, and other key printing-related oper: 
tions helped attract many of the big name 
in publishing, including Time-Life, Mac) 
lan, Random House and Reader's Digest. 

US publishers still use Hongkong les 
than their British counterparts. In part, th: 
is because the US market demands hug : 
print runs, which press up against Hong 
kong's capacity limits. But just as importar 
is a difference in attitudes. "The US industr 
tends to be fairly conservative and insulas 
and not as experienced in offshore prini 
ing," said David Martin, managing directc 
of Mandarin Publishers, a subsidiary of Br 
tain's Octopus Publishing Group. 

Today, it generally costs some 20-30? 
less to print in Hongkong than in Britain, th. 
US, or Australia. Yet rising wages and othe 
costs are dulling Hongkong’s competitive 
edge, and the territory's printers need in 








1 vens. Singapore’ s recent offer: to accept up to 25,0 000 E 
| ilies with lower educational and - P PER : 
ndards than had previously been demanded m y offer hope — 
NE to some skilled technical workers — -printing press operators, for. 

. ^. . instance — who would not be able to raise the kin 
y helps ex- - Canada and Australia demand under their investor-immigrant : 





d of money ~ 
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*easingly to compete on qual- 
w rather than price. This is 
auch the same strategic shift 
aat the garment industry, the 
erritory's biggest export earn- 
€, has undergone. 

In making this leap, Hong- 
ong has some advantages un- 
aatched by other low-cost cen- 
wes, such as good telecom- 
Tunications and transport faci- 
ties, and a central geographi- 
al location. These have helped 

become the leading centre for 
rinting international or region- 
| magazines. But there is an- 
ther factor at work — "Hongkongi is a good 
rossroads for publishers; not only have you 
iot more air and sea connections than any- 
vhere else, but outside of Japan it is also 
asia’s only free press," said Bundy Walker 
f Color Craft, a leading print broker. 

Hongkong’s record may not be perfect in 
iis regard — some films have been banned 
ecause they might offend "other coun- 
ries," that is, China. However, the print 
nedia has largely been spared this type of 
iterference, and in general Hongkong is far 
25s hampered by restrictions on what may 
e printed than any of its neighbours. 
Vhether this tradition will continue after 
997 is only one of the question marks sur- 
ounding the future of Hongkong’s printing 
ndustry. 

Like other leading manufacturing indus- 
ries in Hongkong, printing is dominated by 
mall firms — a structure which also has ad- 
rantages. Of the territory’s 3,500-odd print- 
ng companies, only 16 employ more than 
00 workers, while more than 3,000 have 
ewer than 20. This proliferation of small 
ompanies has been turned to the industry's 
avour — publishers like Hongkong's flexi- 





bility, rapid turn-around time, and the high 
quality of the work done. 

Modern technology such as com- 
puterised typesetting, electronic scanners 
for colour separation, and high-speed sheet- 
fed offset printing machines, used for most 
book and commercial printing, have be- 
come standard equipment. Local printers 
have a good record in renewing capital 
equipment and keeping abreast of tech- 
nological changes. 


appears to be bolstering the trend 
towards technological upgrading, 
with printers looking for more highly auto- 
mated systems to replace the workers they 
cannot find. Last year, Hongkong’s printers 
imported more than HK$1 billion worth of 
new equipment, 20% more than the year be- 
fore. These are not small outlays: a four-col- 
our sheet-fed press costs around HK$5-6 
million, while a four-colour web press, 
which prints on a continuous paper spool at 
speeds of 30,000 sheets an hour and up, sells 
for at least HK$25 million. 
Most of this equipment comes from West 


H ongkong's tightening labour market 


German manufacturers Heidel- 
berg and MAN Roland. Japan- 
ese printing machinery man- 
ufacturers, such as Mitsubishi 
Heavy Industries and Kamori, 
have only managed to gain 
20% of the Hongkong market, 
unlike many other industries in 
which Japanese suppliers reign 
supreme. Hongkong's printers 
buy West German equipment 
because it commands higher 
resale values — an important 
factor when it comes time to 
buy the next generation press 
or bindery. 

The only significant US presence in the 
print machinery field is in web presses. 
Times Ringier, a newly established joint 
venture between Singapore's Times Pub- 
lishing and Swiss media giant Ringier AG, 
has installed two four-colour Hantscho web 
presses for magazine printing, while several 
Chinese-anguage newspapers in Hong- 
kong use Goss web presses. 

Hongkong has the largest concentration 
of sophisticated full-colour web presses in 
Asia, outside of Japan. Besides Times Rin- 
gier, long-established Dai Nippon, Toppan 
Printing (the local subsidiary of the Japanese 
printing firm), and the South China Morn- 


ing Post offer similar facilities. Only Singa- 


pore's Times Printers and Toppan in Singa- 
pore can make a similar claim. 

The industry's involvement with south- 
em China is surprisingly weak. While 
Hongkong’s biggest manufacturing indus- 
tries, such as garments, electronics, 
watches, and toys, have become heavily de- 
pendent on the cheap labour pool across the 
border, only a handful of printers have ven- 
tured into the Shenzhen Special Economic 
Zone or other nearby spots. About a dozen 
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i panies. employ: onaverage 43 workers each, compared to nine for 
Hongkong. The bigger size of company is not necessari y an ad- 
vantage. "The large number of suppliers in Hongkc ng means 
. that here, you may have 15-20 choices for a. particular job, but 


only one. or two in Singapore,” said Alastair Sc ott, man: ging di- 














rector of | University Press in Hongkong, 
Singapore’ s: biggest printing companies are starting | to look 


abroad for expansion. The Times P ablishers- Group, spun off 
from local media. giant Singapore Press Holdings last year, has 
been most aggressive. Its new Hongkong joint venture with Rin- 
gier is intended to be a first step in the company’s international 
expansion efforts. And it is shortly expected to buy Tien Wah 
Press, one of Singapore's largest p rinters. With this purchase, 
Times Publishers would get Tien Wah's big Johor plant, where 
some 2,000 workers produce case-bound books for the Malaysian 
and Singapore markets. Since Johor is located just across the 
Causeway from Singapore, it should not be difficult. to ensure 
os quality control. 
_ Several other regional capitals; are eager to capitalise o on Hong- 
i kong’ s difficulties, though. no clear successor has yet emerged. 
.. Taipei and Seoul are in very much the same league, when it 
eh comes to i RE Each boasts an pee in 8 sinis, partly asa 











another problem — neither matches the tect 


result of their liberalising p political dlithates; which encourage a 
greater range of newspapers and magazine. But both are almost 
entirely domestically oriented, and both are dogged by interna- 
tional suspicions of weak copyright protection. 





Moreover, currency. appreciation and inflation have made m 





Taipei and Seoul too ex 


ensive to be considered low-cost alterna- ut 


tives to either Hongkong. or Singapore. Printing quality is 





manded by most: international publishers. for anything beyond 


relatively low-end book publishing. Further, despite the continu- 


ing democratisation in Taiwan and South Korea, neither is likely 
to allow the relatively untrammelled free press that might help 
outweigh other disadvantages. 

Many printers. and publishers view Bangkok as the most 





promising new centre. But so far it suffers from a lack of printing 
hile basic sheet-fed printing press op- 





industry infrastructure. WI 
erations might suffice for certain ypes of export-oriented book 
production, pre-press and finishing facilities are backward. This 


may change as Bangkok printers become more attuned to export 






ical standards de- _ 


opportunities, and international publishers may be eagertohelp _ 


them raise their capabilities if the more. 





2: simistic scenarios for _ i 


Hongkong continue tolok the most realistic. a Cari Goldstein — 
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companies, mostly printers of CES E 


materials and low-end commercial printed 
materials, did so over the past five years or 
so, but some have since retreated to Hong- 
kong, chastened by the experience. 

The reason is simple: printing is a labour- 
intensive business with a difference. You 
need highly skilled machine operators and 
other technicians capable of monitoring in- 
finitesimal colour gradations as paper rolls 
off the presses, often at a pace of 10-30,000 
sheets an hour. Laser scanners used in col- 
our separation — the process whereby 
photographic images on film are trans- 
formed into print images, consisting of 
myriad dots on paper — also require highly 
trained operators who have both technical 


sili; and. an eye dor ur China' S printing - 


industry is so backward that such craftsmen 
are difficult, if not impossible, to come by. 
The high premium on skills helps explain 
why printing has the highest value-added 
content of all Hongkong's major manufac- 


turing industries. While the average value- 


added per unit of all manufacturing in the 
territory was 28%, the printing industry 
manages. 4096. By contrast, garments and 
textiles registered 30% and 28% respec- 
tively, and electronics only 19%, according 
toa Hongkong Industry Department study. 
Cross-border links may be weak, but 
Hongkong’s printing industry still derives 
some benefits from its proximity to China. 
Some Chinese foreign trade corporations 
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Taiwan's computer industry faces first slowdown 


Thef loppy fut 


aiwan's re industry, consi- 
T dered one of the island's high- 
technology glamour industries, is 
consolidating as local firms feel the effects of 
a global downturn in the electronics market. 
And Taiwan's up-to-date semiconductor in- 
dustry is actually shrinking owing to an 
oversupplied market. 

Taiwan's exports of information and 
communication products fell by 22% in NT 
dollar terms in the first nine months of 1989, 
according to Ministry of Finance figures. 
Personal computer (PC) sales have grown 
slower than last year, and profits are falling 
as companies slash prices to keep selling 
machines — if necessary, at a loss. 

The problems were dramatically under- 
lined recently when Acer Group, the crown 
jewel of Taiwan's computer industry, cut its 
earnings forecasts for 1989. Acer said 1989 
sales of the parent company, PC maker, 
Acer Inc., had been revised downwards to 
NT$13 billion (US$508.8 million) from 
NT$14.5 billion. The impact on profits will 
be even more dramatic. The company had 
expected profits of NT$950 million 
(NT$757.8 million in 1988) — but that fore- 
cast has been slashed by 4276 to about 
NT$550 million. 

"We were too aggressive in estimating 
this year's business," said Acer Group chair- 
man, Stan Shih. Shih said Acer made two 
miscalculations. First, it overestimated the 
strength of the US PC market, which ac- 
counts for about a third of Acer's sales rev- 
enues. The company had to cut US prices to 
maintain market share and keep production 
lines running. Secondly, it underestimated 
the cost of a major staff expansion and of 





buying land for a new headquarters outside 
Taipei. 

Nevertheless, Acer is still doing fine. The 
company is well established, and has good 
overseas marketing channels and strong 
R&D. Just two years after a name change, it 
has achieved a good level of brand recogni- 
tion. Its over-optimistic forecasts could also 
be the product of the company's extraordi- 
nary history — it has averaged sales growth 
of 100% a year during 1976-88. 

Now that the industry's glory days seem 
over, Taiwan's biggest makers, including 
Acer and its closest competitor, Mitac Inter- 
national, are pondering how to profit from 
being maturing companies in a high-risk in- 
dustry. | 
For example, Acer's recent policy of re- 
tooling betrayed the computer industry's 
uncertainty over the future of different 
operating system standards. Under pres- 
sure from Intel and Microsoft, and doubtful 
about market demand, Acer abandoned 
plans to produce workstations based on a 
standard developed by Sun Microsystems. 
Meanwhile, other Taiwan firms, Tatung 
and Datatech have decided to go ahead with 
the Sun workstation clones (REVIEW, 31 
Aug.). 

Acer's computer efforts now include de- 
velopment of a new 80486 AT machine, pos- 
sibly to be introduced at the Comdex com- 
puter show in Las Vegas in November, and 
is looking into producing a laptop, which 
would be available sometime next year. The 
extent of Acer's rethinking was revealed in 
the news that its management is mulling the 
benefits of entering a joint. venture to pro- 
duce radar and avionics. | 

Acer's rival, the more conservatively 
managed Mitac, has not yet been afflicted by 
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and other state ee print their ir pubig 


ity in Hongkong. And the packaging pris 
ing side of the business has prospered É 
serving the thousands of small export pr 
cessing factories in Guangdong provine 
and elsewhere which ship their gooc, 
through Hongkong. 

Hongkong’s low postal rates have als 
helped — bulk mailing rates are 30% low: 
than in Singapore. This helps make Hon: 
kong the most cost-effective location fe 
printing magazines and newspapers forr 
gional distribution. And the territory’s mé 
rates are so much lower than Japan's that: 
can work out cheaper to print and mail ë 
rect mail campaigns targeted on Japan fros 
Hongkong rather than Japan. 





the same troubles. Matthew Miau, Mitac 
chairman, is confident the company w 
meet this year's target of NT$350 million © 
profits on sales of NT$4.5 billion. Howeve: 
Miau admitted he was concerned about th 
direction of the industry in the next coup: 
of years. 

Mitac has been engaged i in defence c co: 
years, and recently entered a joint ventus 
agreement with General Electric to produc 
avionics equipment. 

Although it is not likely to overtake Aw 
in the near future, the slower-moving, Mita 
hopes eventually to play tortoise to Acer 
hare. Miau said Mitac has plans to. adopt 
higher public profile, and will list its stock c 
the Taipei bourse. 

Moreover, Mitac may soon own part of 
US technology company — Taipei source 
say itis part of a consortium of Taiwan con 
panies planning to buy financially trouble 
US computer firm Wyse Technologies. 

While Taiwan's larger computer com 
panies may be able to ride out the dowr 
turn, Taiwan’s army of small and mediurn 
sized PC clone-makers faces greater prob 
lems. 

Their problem is that they are squeeze 
by declining profit margins in the now-satu 
rated US PC market, while the markets fc 
new high-end hardware products, such a 
workstations and the IBM PS2, are insuff 
ciently developed for them to piggyback on 
Also, the competitive edge in technolog 
and manufacturing cost that Taiwan onc 
boasted is slowly eroding under the pres 
sure of higher labour costs and the stronge 
NT dollar. 

But not all are pessimistic. Some poin 
out that few companies are actually losin; 
money, and the business cycle is certain t 
swing back in their favour, though probabh 
at a slower rate of growth than before. Th 
larger and medium companies, should havı 
no problem converting production to thi 
new higher-end products when the time i 
right. Many are already moving assembh 
lines to Malaysia and Thailand to take ad 
vantage of cheaper labour and land. I 


2 NOVEMBER 1981 





ANKING 


longkong Bank's Marine Midland trims its ambitions 


Staying close to home 


z restrictive capital guidelines and the realities 
Jonathan Burton in New York ..  efatough binas: climate." Marine, the re- 
t was a poorly kept secret on Wall Street port added pointedly, was well positioned 
that New York-based Marine Midland to remain a leader in New York state, where 
Banks Inc. wanted to slip outofitsthree- more than 300 banking offices give it broad 
ar-old purchase agreement with Philadel- consumer reach. Unlike past years, in- 
\ia-based First Pennsylvania Corp. Theall- —terstate branching was not mentioned. 
sh deal would have cut 30% from Former management may have planned 
arine's already weak equity capital base otherwise, but Marine is no longer destined 
td would have meant a large bill for to become a global banking force. It will 
arine's 100% parent, Hongkong and focus on lending to middle-market com- 
anghai Banking Corp. panies and individuals in the Northeast 
By backing out of the deal, Marine has US. Pragmatism is the new order. Both 
so signalled a clear change in the Hong- Thompson and Hongkong Bank chairman 
ng Bank's US strategy and Marine’s role Sir William Purves see eye to eye on that. 
it. For Marine, the rethinking on the Pen- Marine has quit several shaky areas, in- 
;ylvania expansion has underscored con- cluding loans to energy, shipping, transpor- 
quing internal changes which are trans- tation and foreign entities, and will with- 
rming the bank from a would-be money- 





* 


| 





n. 

In the event, the change of direction was 
irly painless. When First Pennsylvania 
zreed last month to an offer from Core- 
ates Financial Corp., an aggressive 
ennsylvania regional bank, Marine was left 
ith a pre-tax gain of US$22.5 million, half 
f which has already been included in its 
tird-quarter earnings. 

Giving up First Pennsylvania was both a 
anagerial and a financial decision. As ori- 
inally conceived, Marine and the Hong- 
ong Bank would have celebrated the First 
ennsylvania deal as the beginning of many 
iterstate forays. Now it is back to basics. 
farine has too many problems of its own — 
cluding loans to less-developed countries 
DC), an increasing number of non-per- 
xming domestic real-estate assets and ex- 
osure to highly leveraged transactions — 
y assume those of First Pennsylvania. — MA Vh XS 

It was evident to Wall Street that Marine Hongkong Bank: new US strategy. 
ould not justify the deal, investment bank- 
rs now say. One financier explains that the draw from several businesses more suitable 
leal was expensive and better suited to a — toa full-service money-centre bank. 
'ennsylvania bank. "It was too much," The tight belt is feit all round. Marine cur- 
dds another Wall Street executive, “espe- rently spends about 5% more than it did last 
ially when Hongkong [Bank] seems to be year. In 1988, expenses were up just 1.5%. 
»oking to buy Midland,” the British clearing Before the Hongkong Bank assumed full 
ank in which Hongkong Bank now holdsa ownership in late 1987, expenses typically 
4.9% stake. fluctuated wildly. In 1987, expenses soared 

In a perhaps unintended hintofeventsto 21.7%, reflecting the merger with Hong- 
ome, Marine omitted discussion of First kong Bank and the closure of several 
'ennsylvania from its 1988 annual report branches. Expenses were up 14.1% the year 
fter highlighting it as a major step forward before. Marine has budgeted US$940 million 
n the two previous statements. Instead, for expenses this year and seems able to 
3eoffrey Thompson, Marine's president meet that target. 
ind chief executive, focused on how the Thompson believes Marine can build as- 
sank would achieve profits “despite the sets to US$50 billion from the current level of 
vntstraints on asset expansion imposed by — US$27.3 billion over the next five years 
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mtre bank to a fledgling regional institu- Sh aen 


j 
rien) 


through internal growth and expense con- 
trol alone. To do this, he says Marine needs 
to maintain return on equity of at least 14%. 
Return on equity for the first three quarters 
of this year is 15.78%, down sightly from 
16.72% a year ago. 

Marine is among the 20 biggest banks in 
the US, but it is hardly one of the most pro- 
fitable. That is cause for parental concern; 
Marine represents a not insignificant 22% of 
Hongkong Bank's worldwide assets. 

Patience may bring rewards, however. 
Marine's net income for the first nine 
months of 1989 was up 12.2% from the pre- 
vious year's level to US$133.8 million, and 
return on assets in the same period in- 
creased 9.8% to 0.67 US cents for every 
US$1. Results were helped by the First 
Pennsylvania payment. Baring a fourth- 
quarter addition to reserves against loan 
losses, Marine's 1989 results may be the best 
for the past five years. 

Clearly Marine’s lacklustre, money- 
centre culture is being erased, but from 
within. In the two years since it spent 
US$770 million for the 48% of Marine it did 
not already own, the Hongkong Bank has 
given Marine great independence. It does 
reserve veto power, however, and five 
members of the Hongkong Bank sit on 
Marine’s 18-member board of directors. 

Nonethless, Hongkong Bank appears 
willing to let Thompson, a tall and lanky 
Marine veteran, attempt to transform his 
bank into a lean regional organisation with a 
wide branch. network that efficiently dis- 
seminates product and a strong Northeast 
US presence that would include holdings in 
New Jersy and Connecticut. 

“They are very pleased with the progress 
that we've made,” says Thompson about 
Hongkong Bank officials. “They are not 
satisfied with the results.” Neither is 
Thompson. “I am basically unhappy with 
our productivity,” he confides. “I think 
there’s a lot of room for improvement on our 
efficiencies.” Although he admits that turn- 
ing the bank around is “one of those things 
that’s just slow and difficult and there’s no 
hot knife that I can find to really drive us to 
the top quickly.” 

Among Marine’s chief obstacles is a 
highly leveraged balance-sheet that con- 
strains the bank's flexibility and raises capital 
concerns. Loans represent US$23.3 billion of 
Marine's total assets. Of that, US$1.1 billion, 
or a hefty 4.7%, are non-performing — a 
35% increase from a year ago. Much of the 
problem exposure is for domestic real estate 
and comes at a time when soft markets in- 
cluding the Northeast are causing trouble 
for several large US regional banking com- 
panies. Marine can always rely on its parent 
for capital, but at 4.04% its equity:assets ratio 
is already marginally above regulatory 
guidelines. Thompson wants more loans off 
the books and more fee-oriented business. 
“We're into too many things, which is part 
of the problem around here,” he says. 













We’ ve a 1,000 flowers growing. 
We need 10 to grow into real trees.” 

Thompson coordinates Marine's 
future with John Bond, the Hong- 
kong Bank's New York-based chief 
executive officer for the Americas. 
Bond portrays Marine as more of a 
regional bank, but cautions that "it 
would be unrealistic to compare the 
return today with that of a pure re- 
gional bank." Marine still has nearly 
US$1.5 billion worth of LDC loans, 
though Bond points to a gradual re- 
duction of that burden and strong reserves 
against loan losses equal to 47.476 of LDC and 
other problem loan exposure. 

Marine, says Bond, is "a dominant part 
of our US strategy. They've done as well as 
you can ask them to." Isthe Hongkong Bank 
satisfied with Marine's pace? "All human 
beings hope things will happen faster," 
Bond replies, but he stresses that any pro- 
gress is "entirely in the hands of the man- 
agement team of Marine Midland Bank." 

Indeed, both Marine and Hongkong 
Bank officials emphasise that Marine is a US 
bank with US interests and management. 
At the same time, they loudly reaffirm a “we 
are family" line about Marine's integral link 
to Hongkong Bank group operations. Says 
Thompson: "We're them, they're us." 

That is good for Marine, which needs the 
Hongkong Bank's financial support, but it is 
not so cheery for the Hongkong Bank, 
which must wait while Marine remedies 
past excesses and becomes a competitive 
player. Unfortunately, the competition is 
not so patient. The US consumer business is 
a fierce playing field. Margins are thin and 





Marine Midland in figures 


Net income {loss 





banks must be strong and smart to survive. 

Bond's office is on the fourth floor of 
Marine's lower Manhattan headquarters. 
Thompson's is on the third floor. Together 
with two other executives from each bank, 
occasions that have included Purves, they 
form the Hongkong Bank's Americas Group 
Coordinating Committee and meet regular- 
ly to map the Hongkong PARS s North 
American route. 


or instance, Marine has integrated 

products with the Hongkong Bank of 

Canada, which has branches in 
southern Ontario, just across the border 
from upstate New York. And despite the 
sale of its First Pennsylvania Corp. option, 
Marine is still the Hongkong Bank's vehicle 
for interstate acquisition. 

It holds warrants for minority stakes in 
three US banks: Society Corp., a US$10 bil- 
lion banking company based in Cleveland, 
Ohio; Bloomfield, Michigan-based Michi- 
gan National Corp., with about US$11 bil- 
lion in assets, and Statewide Bancorp, of 
Toms River, New Jersey, with assets of 
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RELATIONS 


Macau looks to Taiwan for investment 


A p on growth 








acau is sene Taiwanese people 

and investment will further the en- 

clave's ambitious economic plans. 
The construction of an airport and an indus- 
trial estate are geared towards Taiwanese 
tourists and industrialists, while compat- 
riots are pumping hundreds of millions of 
dollars into a race-course that will serve 
primarily Taiwan punters. 

Construction of Macau’s long-awaited 
airport began at the end of September. It is 
scheduled to open in late 1993 and is ex- 
pected to give a major boost to Macau’s 
lacklustre economy. The hope is that the air- 
port will become a major gateway for 
Taiwanese tourists entering China, because 
the enclave will offer easier and quicker im- 
migration procedures than Hongkong. Un- 


ea 


dersecretary for Economic Affairs Antonio 
Galhardo Simoes estimates that 2 million 
passengers will use the airport in its first 
year, rising to 10 million after 10 years. 

The number of Taiwanese tourists head- 
ing for Macau has skyrocketed in the past 
couple of years. In 1988 more than 84,000 
Taiwanese visited — an increase of 84%. But 
this is still minor compared with the 4.5 
million visitors from Hongkong or 331,000 
Japanese. There is a direct Macau-to- 
Kaohsiung ferry service to service this ex- 
panding connection, and additional services 
are planned to meet growing demand. 

A major development of Taipa Island, 
where the airport will be sited, is under way, 
and includes a 10-ha industrial estate to at- 
tract foreign companies, .especiall from 
Taiwan. Macau's labour is relatively cheap 
when compared to Taiwan's soaring costs, 
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| seien in ME and Ohi 
cold sell its interests there and sho: 
a tidy gain. The stake in the Ne- 
Jersey bank, however, is a viab: 
takeover option. 

Expansion further afield seen 
unlikely. The Hongkong Bank's og 
erational link announced early th» 
year with San Francisco-based Well 
Fargo & Co. is simply a strategic a 
liance, Bond insists, calling it “ 
cooperative relationship." The Hongkoni 
Bank says it does not plan to acquire Wells: 
nor are there plans for Wells to buy int: 
Marine (though Wells did buy California" 
Crocker Bank from Midland plc.). There # 
precedent for an interested Asian bank te 
take a token share in a California bank, a 
Japan's Mitsui did with Security Pacifi: 
Corp. of Los Angeles. In any case, th: 
Hongkong Bank is looking closer to home: 
Bond adds that "California is clearly an are. 
that is of interest to a group like ours." - : 

For that matter, there is always the oui 
side chance that a revamped Marine itsel 
would make anattractive purchase fora ban? 
intent on gaining a lucrative New York busii 
ness. After all, US banking is changing, 
Banks cannot be all things to all people, as 
Marine has discovered. "The goals at the be 
ginning of the '80s are not the realities of the 
end of the '80s," one Marine executive ob: 
served. Nationwide interstate banking 
comes to New York in January 1991, anc 
perhaps the Hongkong Bank in the 1990: 
will need cash for other ventures in the US 
and Europe. s 











and its proximity to China is also an attrac 
tion. 

Taiwanese investors have expressed in 
terest, and ideas which have been floated in. 
clude petrochemical plants, plastics factories 
and computer assembly plants, but no con 
crete developments have yet taken place 
No significant inflow of foreign firms is 
likely before various infrastructural projects, 
which besides the airport include a major 
container terminal, are completed. 

Encouraging foreign firms to move tc 
Macau, said Simoes, is part of the govern- 
ment's strategy to help wean the endave's 
manufacturing base from its dependence on 
textiles, toys and plastic flowers. This diver- 
sification campaign — which has met with 
limited success so far — was dictated by 
shrinking markets for its traditional exports. 

The biggest Taiwanese investment so far 
is HK$700 million (US$89.74 million) that 
private investors have sunk into a major 
race-course at Taipa. Gambling is illegal in 
Taiwan, so the race-course is intended to 
satisfy the needs of Taiwanese punters. 
Telecasts of the races will be beamed live 
into more than 6,000 clubs in Taiwan from 
the beginning of 1990. 8 
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“ECONOMIC MONITOR: 


CHINA 


Doing penance 


t has been a year since Peking initiated 
an austerity programme, and China's 
economy is continuing its downward 
Slide, with the collective and the pri- 
de sector bearing the brunt of the cuts, 
hile the state sector has been protected by 
referential policies. 

The slowdown is expected to last long- 

* than anticipated because China's new 
adership has decided to continue retrench- 
sent at least until 1991. According to a sur- 
əy by Peking-based China Research Centre 
ir Science and Technology published in the 
hina Daily, China's GDP in 1989 is expected 
+ grow by 14% to Rmb 1.579 trillion 
J9$424.2 billion), a 6.7% real growth com- 
ared with 11.2% a year ago. The survey 
redicts that industrial and agricultural out- 
ut will grow by 11.5% and 4.3% respec- 
vely, compared with 20.7% and 3.2% in 
388. 





For the first nine months of 1989, China’s 
idustrial output amounted to Rmb 961.73 
ülion, 8.9% up from the same level a year 
go. The state sector grew by 5.2% to Rmb 
99.5 billion, while growth in the collective 
ector eased from an average 20-30% in past 
ears to 12.5%. There has also been a sharp 
rop in the monthly industrial growth rates 
:om 9.6% in July to 0.9% in September. 

Retail sales have been depressed in re- 


ent months. With less anticipation of infla- 
on, consumers are buying less and saving - 
nore in banks which offer inflation-linked 


interest rates. As a result, there is serious 


tockpiling of once popular items such as . 
olour TV sets, bicycles and refrigerators. 


he volume of retail sales grew by 12.376 — 


Company results 


an inflation-adjusted negative growth — 
Rmb 607.3 billion in the first nine months. 
With slow sales, shops and their suppliers 
are experiencing cashflow problems. 

Meanwhile, inflation — as measured by 
the retail price index — has fallen steadily 
from a peak of 27.9% in February 1989, to 
22% in September. Economists expect the 
index to drop to 20% by end-1989, com- 
pared with 18.5% in 1988. 

The financial squeeze is hitting the collec- 


investment on the skids* 





tive, private and construction sectors most, 
with sharply reduced bank loans to them. In 


contrast, bank lending to industrial produc- 


tion (in particular, state-run units), com- 


merce and fixed-asset investment, which to- 
gether accounted for 75% of total state lend- 


ing, continued to enjoy 14-19% growth on a 


year-to-year basis for the first six months. 


Total bank loans grew by 12.7%, while cash 


in circulation rose 34.8% during the same 

The Agricultural Bank of China and rural 
credit cooperatives, the two biggest lenders 
to rural industries, have been instructed to 
slow their credit growth to this sector to 876 
in 1989 — a big drop from the annual aver- 
age of 36% growth between 1981 and 1987 
and 2096 for 1988. Peking has also been 
cracking down on rampant unauthorised 
capital raising via share and bond issues by 


rural factories, thus further depriving them |... * 


of needed capital. 
Despite their well-known resilience, rural 


= industries cannot survive without funding. 


China has about 18.8 million rural enter- 


prises, accounting for nearly 20% of national ^.^. 3 


industrial production and employing about 
90 million workers. One latest estimate indi- 
cates that up to 1076 of the rural factories 


may have to shut down or merge in 1989. 


Helped by the current political environ- 
ment, Peking has been able to bring down 
budgeted investment but extra-budgetary 
investment remains high. In the first nine 
months of 1989, fixed-asset investment by 


state enterprises fell 7.2% on a year-to-year os 


basis to Rmb 126.1 billion. 

In agriculture, China is heading towards 
the fifth consecutive year of stagnation. Al- 
though total area under grain grew by 1.8 
million ha to 111 million ha this year, output 
is expected to rise slightly to 400 million ton- 
nes in 1989 from 394.08 million tonnes in 
1988 because of low farm incentives to grow 
more and reduced application of fertilisers 
and other agricultural inputs which are cost- 
ing more. Louise do Rosario 
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ENERGY 


Vietnam pins energy hopes on hydroelectric plant 
/ A nof 3 / 


Power surge 


By Murray Hiebert in Hoa Binh 


he Hoa Binh hydroelectric station, 
| thought to be the largest power sta- 


tion in Southeast Asia and scheduled 
for completion in 1993, will dramatically 
boost the supply of energy in northern Viet- 
nam. 

But Vietnamese officials say it could take 
until the end of the century to upgrade the 
electricity grid needed to distribute the in- 
creased energy supply and end the power 
cuts which have hampered the develop- 
ment of agriculture and manufacturing in- 
dustry. 

The Hoa Binh dam, which was started in 
1979 with massive aid from the Soviet 
Union, is expected to produce 8.5 billion 
kWh of electricity a year when the last of 
eight generators comes on line in about five 
years, according to Nguyen Xuan Nguyen, 
a deputy director of Power Co. No. 1 which 
is responsible for the production and distri- 
bution of electricity in the northern 16 pro- 
vinces of Vietnam. 

This figure would roughly triple the cur- 
rent level of electricity gener- 
ated by the existing thermal 
power plants in this region. 
Last year, they produced 3.7 
billion KWh, Nguyen said. He 
estimated output would reach 
4.6 billion KWh this year follow- 
ing the December start-up of 
Hoa Binh's first turbine. A sec- 
ond turbine is scheduled to 
start generating power in Nov- 
ember. 

Current output falls far 
short of the north's minimum 
needs. In part this is because 
the US bombed many of the 
country's power plants in the 
late 1960s and early 1970s. 
Nguyen said his company would need to 
produce at least 5 billion kWh to prevent 
serious shortages this year. 

Northern Vietnam currently uses an 
average of only 100 kWh per person each 
year — one of the lowest levels of electricity 
consumption in the world. 

Vietnamese officials hope Hoa Binh will 
inject new life into the country's tattered 
economy. "Development of electricity is 
closely linked to the development of our 
economy," said Do Van Loc, the head of the 
power company. “We hope Hoa Binh will 
encourage foreign and domestic investors in 
industry." 

About 30,000 Vietnamese and 800 Soviet 


engineers and workers have been working 
on the dam, located on the Da (Black) River 
about 60 km southwest of Hanoi, for the 
past 10 years. The Soviets have provided 
construction materials and equipment in the 
form of long-term loans totalling Rbl 1 billion 
(US$1.55 billion), according to East Euro- 
pean diplomats. 

Power Co. No. 1 began upgrading its 
power-distribution grid in 1985, Nguyen 
said. So far two distribution lines and 100 
sub-station transformers serving Hanoi 
have been installed, significantly improving 
electricity supplies to the capital. 

The power company has also built a 
transmission station to serve the other 
northern provinces, but individual pro- 
vinces will be responsible for local distribu- 
tion to villages and households, Nguyen 
said. Some officials worry that few pro- 
vinces have the resources to electrify their 
villages without massive amounts of central 
government or foreign aid. 

Currently all 16 northern provinces, ex- 
cept Lai Chau and Son La in the far north- 
west, receive some electricity from the 





Hoa Binh hydroelectric station: energy boost. 


power company. Nguyen said 70% of the 
densely populated Red River delta was elec- 
trified for agricultural purposes. That means 
people in these areas have electricity for ir- 
rigating rice fields and controlling flood 
water but not for lighting their villages. 

In the southern Mekong delta, the last of 
four turbines of the Tri An hydroelectric 
power plant began producing electricity in 
mid-September. Tri An, another Soviet- 
aided project, has a capacity of 420 MW, 
which officials say should be enough to 
meet the electricity needs of Ho Chi Minh 
City and the delta until 1994, 

But an article in Tuoi Tre (Youth) 
magazine in early October charged that offi- 
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cials had waited far too long before beg 
ning work on a distribution network. At tli 
moment, Tri An is producing only 75% of 

potential because it lacks a grid to distribui 
the increased energy supplies to consumes 
the magazine said. Ho Chi Minh City Des 
uty Mayor Nguyen Cong Ai projected the 
the distribution network would not be cor 
pleted before the end of next year. 

Officials say that even in Ho Chi Mir 
City, where the existing equipment is new 
than that in Hanoi, the power grid is in df 
sperate need of modernisation. Most of tl 
city's distribution equipment, which no 
mally lasts 10-15 years, is already twice a 
old, Tuoi Tre reported. 

Vietnam’s electricity companies also fae 
heavy losses because they lack energ 
meters and because of theft by consumer 
say officials. Nguyen said Power Co. No. 
needs 300,000 meters for Hanoi alone, but $ 
far it has only installed 100,000. 

The company also loses money becaus 
it charges customers less for electricity tha 
it costs to produce it. Under recent econom 
reforms, the government has stopped pa* 
ing subsidies for most commodities. Bw 
electricity is an exception. The Power Cx 
No. 1 charges farmers Dong 80 (2 US cents 
per kWh and urban users Dong 40, while 
costs Dong 160 to produce the energy 
Nguyen said. 

Although the Hoa Binh dam could ever 
tually dramatically change life in norther 
Vietnam, the project has faced widesprea: 

criticism during the past dec 
aie $ ade. At the time of the last part 
wi congress in 1986, it was al 

i tacked as a “white elephant 
that cost far too much and too: 
too long to complete. 

The government's decisioi 
to install the turbines inside . 
mountain — apparently to p 
tect them against possibl 
Chinese attack — added to th: 
difficulty and expense of th: 
project and prompted furthe 
controversy. 

Critics have also questione 
the ecological and environ 
mental impact of the project 
Flooding behind the dam ha: 
displaced tens of thousands of high 
land minority villagers who have movec 
higher up into the mountains. Tree fell 
ing by these villagers is causing erosior 
and resulting in a drop in rainfall in th« 
area. 

The dam's water reservoir is located or 
an earthquake fault, prompting fear that ter 
rible flooding could follow in the wake of : 
serious earthquake. Pham Minh, the deputy 
director of the dam's design department 
said the project had been built to withstanc 
an earthquake of up to seven on the Richter 
scale. So far this year, the area has had twc 
tremors — one measuring four and the 
other five on the Richter scale, Minh said. m 
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Arespect for his future led him to Merrill Lynch. 


His grandfather began the 
library, his father built upon it, and 
now it is his. He knows that such 
an important legacy must be 
carefully tended. 

He came to Merrill Lynch 
because he knows we look after 
investments with the same kind 
of attention he lavishes on his 
books. 

Through Merrill Lynch Finan- 
cial Consultants, clients have 
easy access to an extensive array 
of investment opportunities, 


©1989 Merrill Lynch 


everything from traditional equity 
and bond markets to Euronotes 
and financial futures. In addition, 
they can call upon a Merrill Lynch 
Private Banker for such services 
as multicurrency deposits, bank 
guarantees, discretionary port- 
folio management and securities 
financing. 

And that's perhaps what appeals 
to this entrepreneur and book 
lover most: the unique partnership 
of private banking and investment 
services available from the same 


capable source. 

To find out how Merrill Lynch 
can put a whole library of financial 
opportunities within your reach, 
call your Merrill Lynch Financial 
Consultant. Or write in complete 
confidence to Nancy Meyer, Merrill 
Lynch, St. Georges Building, 12th 
Floor, 2 Ice House Street, Central, 
Hong Kong, Tel: 852-5-8445768. 


vs Merrill Lynch 


A tradition of trust. 











And how does Alcatel perceive such glaring 
differences? Simple. Wherever a customer, or 
potential customer is based, there are local Alcatel 
experts living and working in the same country. 

They are there to make sure that our com- 
munications systems have the flexibility to match 
the customers specific requirements. And this 


To most communications systems compa 
To us they're a Thai, an Indon 








applies to Public Network Systems, Transmissio 
Business Systems, Cables, Network Engineerir 
and Installation. 

Of course, this sort of customer commitme 
and support requires manpower. Thats wt 
125,000 Alcatel professionals work close 
together with local customers in 110 countrie 


E 





y these gentlemen are South East Asians. 
n, a Malay and a Vietnamese. 


ilding a relationship of trust and co-operation. 
only with such a close partnership that truly 
xible solutions to suit individual market require- 
ents can be developed. ALCATEL 
Which is better for worldwide communi- 
tions systems and better for customers like the 
ntlemen above. 


Alcatel n.v., World Trade Center, 
Strawinskylaan 341, NL 1077 XX Amsterdam, The Netherlands. 


Delta, 
Foreign Exchange 
Itsbest. 
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No other airline gives you as much as Delta. The customs and immigration facility is de- 
Delta flies nonstop from Seoul and Tokyo to ^ signed to speed you on your way, faster than at 
Portland, Oregon. We have thru-flights from Taipei most other West Coast gateways. And Delta profes- 

to Portland. Plus convenient round-trip service sionals are at every gate, ready to help. 

between Taipei and Seoul. Together, Delta and The Delta Connection* 
Along the way, we'll treat you to Delta’s award- reach more than 250 cities worldwide. With over 

winning personal service. With multilingual Flight 3,900 flights a day. That's more than any other 


Attendants and Wide-Ridé TriStar comfort. airline system. 
In America, our Portland gateway is an easy So next trip, fly Delta. When you add it all up, 
connecting point. it's a valuable exchange. 
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DELTA AIR LINES 
MéLoveloFlyAndltShows: 


Contact Delta's Reservations Office. Tokyo: Tel: 213-8781. Osaka: Tel: 243-2525. Nagoya: Tel: 561-6161. Okinawa: Tel: 61-9696. 
Guam: Tel: 477-8843. Sydney: Tel: 262-1777. Seoul: Tel: 754-1921. Taipei: Tel: 551-3656. Manila: Tel: 859-215/816-1126. Hong Kong: 
Tel: 265-875. Jakarta: Tel: 310-1351 or 310-1412. Kuala Lumpur: Tel: 232-4700. Auckland: Tel: 793-370. Singapore: Tel: 337-1730 
or 337-1731. Bangkok: Tel: 233-0566. Bombay: Tel: 244-068. 

Delta Connection flights operate with Delta flight numbers 2000-5999. ©1989 Delta Air Lines, Inc. 
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Regulation issue 


egulatory issues are nettlesome in 
entrepreneurial Hongkong. But 
who thought that the Securities 
and Futures Commission (SFC) 
suld face a crisis of identity less than six 
mths after its creation? That, though, is 
wing the case as this costly and bureau- 
itic body thrashes about in search of a role. 

The sFC's latest move is to appeal to 
ongkong's Legislative Council to remove 
è motive test in the proposed insider deal- 
* bill. This test would excuse an insider 

der if his motive was not to make a profit 
avoid a loss. The SFC says the test would 
ute the law's effectiveness and argues 
it, as “fundamental principle," the insider 
ould not trade on information unavailable 
the public. 

Pious words indeed. But the SFC's case is 
*akened by its refusal to consider Hong- 
ng's unusual situation where most major 
mpanies are managed by family share- 
ders. The West's division of corporate 
vnership and control, to which most in- 
ler trading law relates, is not nearly as de- 
loped in Hongkong. 

As most management information is 
ice sensitive, the net of insider trading 
ould be cast indiscriminately wide. The 
Cs stance would turn owner/directors 
ith price-sensitive knowledge into insider 
iders if they simply provided stock liquid- 
' or supported their company's share 
ice. The Sec blithely asserts that price-sen- 
ive material should be published. But 
1ce when has a company been expected to 
veal all its market secrets to its rivals. 

By opposing the motive clause, the SFC is 
ying to circumvent the need to prove in- 
ntion of insider trading. This is a demand- 
g burden of proof, but simple market ex- 
rience should identify clear-cut insider 
iding. Instead, the SFC would recreate 
ich. thorny cases as that of International 
ity Holdings (ICH) in 1986 when billionaire 

Ka-shing was held to be a culpable insider 
ader on motives other than gain, and de- 
"ite his ignorance of routine trading of ICH 
ares in his name. 

The SEC believes it lacks adequate statut- 
y power. "We've got guns but no bullets,” 
tys spokeswoman Mimi Webster. 

A contrary view is that the SFC is try- 
ig to justify its expensive existence, even 
iough most of its work could be done by 
ie stock exchange. In the process, the SFC 
as shown scant regard for the Hongkong 
iarket's welfare or traditional strengths. 
he result is that Hongkong is losing its 
opeal as a laissez faire centre where stand- 
rds of business conduct have been far 
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higher than the SFC seems to realise. 

Nor is the SFC making headway where 
regulation does appear to be needed. Clif- 
ford Pang, former chairman of disk-head 
manufacturer Lafe Holdings, slashed his 
stake from 50% to less that 10% earlier this 
year before a disastrous plunge in group 
profit (SHROFF, 13 July). But the SFC has yet to 
take any action in the affair. 

Of course, if the SFC feels an inquiry into 
possible insider trading is needed, it has to 
submit a report to Financial Secretary Sir 
Piers Jacobs. Given Jacobs' record, any deci- 
sion could be years away, by which time 
Pang would probably be in Canada. 

The src also bloodied its nose over 
boutique broker Peregrine Capital's bid for 
property company Kwong Sang Hong. The 
SFC allowed the Takeovers Committee — 
which comprises rival merchant bankers — 
to insist that Peregrine was acting in concert 
with vendor Cheung Kong Holdings, hence 
requiring Peregrine to make 
a general offer to all share- 
holders. When  Peregrine 
asked for a written deter- 
mination of the committee's 
ruling, the SFC had to let the 
issue lapse. 

And what of the high- 
jinks at Hongkong-listed in- 
vestment company Paladin 
Holdings? In this case, the 
SFC at least insisted that debt- 
stricken holding company 
New Zealand Equities (NZE) 
should not vote its control- 
ling stake to force through 
its merger with Paladin. But 
the stock exchange bungled 
this decision by granting its 
consent, despite the conflict of interest. 

NZE prevailed, aided by merchant bank 
Schroders Asia, which added its name to a 
merger proposal that contained material 
omissions as to NZE's debt. Now legal writs 
between angry minorities and NZE's control- 
lers are circling the world from New Zea- 
land to Bermuda. Paladin's relocation in 
Bermuda means that aggrieved Hongkong 
minorities cannot pursue their case for op- 
pression in the territory's courts. 

The SFC can at least claim credit for hav- 
ing publicised the lack of protection for 
minorities in companies that have reincor- 
porated in Bermuda. But its ability to regu- 
late errant companies looks pretty thread- 
bare at present. Possibly the SFC does need 
additional powers. But the track record of 
this highly paid team hardly inspires confi- 
dence. 
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Jacobs: dither. 


Mezzanine capital funds have been quite 
the vogue this year, with fund managers 
falling over themselves to start such projects 
amid happy talk of 30% annual gains in the 
longer term. But institutions may care to 
note the sad showing of all four unquoted 
investments of listed China & Eastern, 
which is managed by Baring Interna- 
tional. 

China & Eastern's joint venture to farm 
garoupa in Guangdong province for export 
to Hongkong went wrong because the 
water was too polluted. The company's | 
stake in a joint venture to sell paté to France 
went bad, while its investment in a firm that 
sells granite and other Chinese stone pro- 
ducts has hit problems. A fourth project 
in a company called Armor Safe has seen 
trading conditions deteriorate, and the 
investment has had to be fully provided 
for. 

Director Peter Norris blames the poor 
showing on "investing in 
China." Of course — though 
it is hard to see how the 4 
June events polluted water in 
Guangdong. Clearly, how- 
ever, China & Eastern is a 
sucker for punishment. It 
plans further investments in 
shoe manufacturing in Fu- 
jian province, an "environ- 
mentally friendly" aerosol 
plant in Zhongshan and a 
frozen food plant in Shan- 
tou. 

With China offering the 
usual vale of tears, the ques- 
tion is how soon Indonesia, 
that other great love of fund 
managers, will start to disap- 
point. The listed sector is already experienc- 
ing setbacks with last month's results from 
cable manufacturer PT Sucaco being far 
worse than forecast in its listing prospectus 
late last year. 

New listing premiums also show 
signs of increasing greed, with com- 
panies associated with magnate Liem 
Sioe Liong being floated on multiples of 
more than 20 times forward earnings. The 
optimists talk glibly of discounting In- 
donesia’s emergence from recession, but 
high listing premiums seem largely oppor- 
tunistic. 

A shake-out in Jakarta is probably 
needed to encourage greater realism in list- 
ings. The interesting question, though, is 
how much sorrow lies in store on the un- 
quoted investment front. 

u Christopher Marchand 


71 





BUSINESS AFFAIRS. 





COMPANIES 


Singapore property magnate faces criminal charges 


Tycoon in trouble 


By N. Balakrishnan 


he hazards of being a Singapore 

property tycoon appear to be increas- 

ing. Billionaire businessman Kwek 
Hong Png, non-executive chairman of City 
Development Ltd (CDL), founder of Hong 
Leong Finance (HLF) and a fine Singaporean 
rags-to-riches story, was charged on 18 Oc- 
tober with abetting criminal breach of trust 
and receiving stolen property. The charges 
come just a month after another property ty- 
coon, Allan Ng, was jailed for a year for in- 
sider trading. 

The charges relate to events that took 
place eight years ago, between April 1981 
and January 1982. The allegation is that 
Kwek abetted his nephew Quek Leng Chye 
to misappropriate the money from a com- 
pany called Tripartite Developers, of 
which Quek is a director. Tripartite — 
jointly owned by CDL, the Japanese cor- 
poration Mitsui Land, and one of the 
Kwek's privately held companies — 
has a paid-up capital of S$12.6 million 
(US$6.44 million) and is said to own tracts 
of undeveloped land near Changi airport. 

The sums involved are rela- 
tively small in terms of the 
Kwek family’s business em- 
pire, of which Kwek Hong 
Png, 78, is the founder and pat- 
riarch. He was charged with 
abetting Quek in a criminal 
breach of trust involving 
$$842,892, and receiving stolen 
property worth $$500,000. 
Quek in turn is charged with 
misappropriating $$842,892. 

The Kwek family’s fortunes 
are spread across Singapore, 
Malaysia, and to a lesser extent, 
Hongkong, and are largely 
controlled through a private 
company called Hong Leong 
Investment Holdings. 

The empire includes four 
companies listed on Singa- 
pore’s stock exchange: HLF, 
CDL, Singapore Finance, and 
King’s Hotel. CDL is Singa- 
pore’s largest public property 
company, and HLF is Singa- 
pore’s largest finance com- 
pany. The Hong Leong group 
of companies also has substan- 
tial stakes in Apollo Enterprises 
and First Capital Corp. 

The combined deposits of 
HLF and Singapore Finance 
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were estimated at about $$1.5 billion at the 
end of last year. Kwek is currently the 
honorary life president of the two finance 
companies, having stepped down as chair- 
man in 1984. Quek is a director of both CDL 
and HLF. Since Kwek quit the executive 
chairmanship of HLF, his son Kwek Leng 
Beng, has been managing director. 

Kwek's court appearance followed 
months of stockmarket rumours in Singa- 
pore about his impending arrest. Com- 
panies associated with him, such as CDL, 
have watched their stock prices slide since 
August while other property companies 
were gaining strongly. But the finance com- 
panies suffered no panic withdrawals fol- 
lowing the charges. 

How the charges will finally affect CDL’s 
fortunes will not be known until the verdict. 
CDL claims that since neither of the defen- 
dants hold an executive position in the com- 
pany it should not affect the company at all. 
This seems simplistic, even if initial fears in 
the market that all CD's assets will be frozen 
are exaggerated. Those charged have been 
released on bail of S$1 million each and the 
case has been adjourned to 15 November. 
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The proposed listing of CDL Hotels, 
amalgamation of the group's hotels in : 
region, on the Hongkong stockmarket m 
also be affected by the charges. CDL Hot 
has no assets in Hongkong but has th: 
hotels in Singapore, so the decision to lisi 
Hongkong must reflect the Kweks' disi 
chantment with Singapore as investigatic 
proceeded. 

The Hongkong exchange will not co 
ment on the matter but it may turn it dos 
simply because CDL has no Hongkong ass 
rather than bring the court case into the de 
sion. Even if the listing gets the go-ahe: 
market reception is expected to be cool. 

However, the charges spell the end 
the struggle of the Kweks to win the fuil : 
cial and governmental acceptance, whi 
seems to have eluded them despite th 
commercial success. Kwek arrived in 5i 
gapore from China in 1928 when he was 
years old and started Hong Leong as a tre 
ing company in 1941, reportedly with a ca 
tal of just 5$7,000. 

The three brothers of Kwek, Kwek Id 
Khai, Kwek Hong Lye and Kwek Ho 
Leong soon joined the company as partni 
as it expanded. In the last two years, US 
nancial publications have been listing t 
Kweks among a select group of billionai 
in the world. 

The three years of Japanese occupati: 
saw the Kweks' company shutting up sh 
for about three years. But the post-war ye: 
presented trading opportunities which sc 
the company move into the big league. 
made a fortune in the rub 
boom fuelled by the Kore; 
War in the early 1950s. 


s Singapore started its i 
A assist drive 

the 1960s, Hong Leoi 
collaborated with the Japane 
in manufacturing venture 
The Japanese connection si 
continues — the Hong Leor 
group has joint ventures wi 
Japanese companies in ever 
thing from manufacturing 
property development. T] 
group grew throughout tl 
1960s and 1970s. CDL accum 
lated a land bank of some 3 
million f£? in Singapore after tl 
1985 property slump. 

Seeing the need for a 
nance arm to help in the se 
of the properties it had d 
veloped, the Kweks set i 
Hong Leong Finance in 196 
which went public in 1969. 

The Malaysian operatio: 
of the Kweks are led by Qui 
Leng Chan who has been car 
ful to separate himself from tl 
Singapore companies. But tk 
separation may be more appe 
ent than real. Although tl 
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» Kwek has board representation in 
ny of the Malaysian companies. 
Indications that the Singapore Govern- 
nt was not entirely willing to indulge 
ng Leong came in the early 1980s when 
government rejected repeated appeals 
n HLF for a banking licence. Neither its 
se charitable donations nor the welcome 
»rded to former cabinet ministers such as 
g Pang Boon on the board of CDL seems 
1ave won the group respectability. 
The Kweks have made many business 
mies by their tendency to squeeze busi- 
is rivals who are in weak positions — tac- 
; which are seen as bad form in a business 
vironment which still largely operates on 
»atronage basis. The Kweks have also 
ssed swords more than once with one of 
igapore's big four banks — the United 
erseas Bank (UOB). In 1978, HLF fought a 
xracted and eventually victorious battle 
th UOB for the control of Singapore Fi- 
ace. The groups clashed again in 1981 
ər the control of trading house Haw Par, 
th UOB emerging as the victor. 


Individual charges of corruption not- 


thstanding, a number of new govern- 


:aysian operations have a separate list- 
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Kwek: E enemies. 


ment policies in Singapore may make it 
harder for private developers to flourish as 
they did in the 1970s and 1980s when the 
government was more concerned with pro- 
viding public housing than examining the 
credentials of private developers. 

But now that 86% of Singaporeans live in 
public housing, and there is a public hous- 
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hulippine ar ig reveals debt-equity swap flaws 


'Rigoberto Tigiao in Manila 


irarria n e HM ——M EE aa Er Pad 





n ownership squabble at the Boston — 
. Bank of the Philippines — which was 
privatised in 1987 with nominally i 


%o of its stocks held by the First National 
nk of Boston (FNBB) — has raised claims 


at the US bank has used Manila’s foreign - 


bt-to-equity swap programme to evade 
strictions on foreign control of a local 
nk. 

At the same time, it has thrown light on 
2 way in which the Aquino government 
s looked away as its now-stalled debt- 
rap scheme was used to cycle back to the 
ülippines capital which was shipped out 
the country as the economy crumbled in 
e final years of the Marcos regime. 

The Boston Bank dispute was sparked 
f by the resignation on 19 September of 
nk president Cesar Querubin, who, ac- 
rding to former bank chairman Elena Lim, 

signed because of his insistence that the 
nk’s profits should be used to build up its 
pital rather than remitted abroad. Then on 
"September, the bank announced that Lim 
id been ousted as chairman and that she 
longer had any stockholding. 

Lim — well known in Manila as owner of 
ms assembling Sony and Samsung elec- 
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ag a blind eye 


tronic products, as well as the country's 


largest prawn exporter — has been the 
majority stockholder of Ace Solid Corp., 


which controls 20% of the Boston Bank 
stock. Ace Solid was one of three Filipino 
firms (the others being Cabien Corp. and 
Three Eight Corp.) which purportedly rais- 
ed 60% of the P510.8 million (US$23.2 mil- 
lion) used to buy the bank from the Govern- 
ment Service Insurance System in 1987. 

Lim claims she has not sold her 9976 
stake in Ace Solid, and that she has never 
met Marietta Santos whom Boston Bank 
claimed had purchased Lim's shares. Lim 
insists she was out of the country on 29 Sep- 
tember when the purchase was allegedly 
made. 

Boston Bank officials declined to be inter- 
viewed by the REVIEW, pointing out that 
there are pending investigations being con- 
ducted by the central bank and the Sec- 
urities and Exchange Commission. 

Nevertheless, a reconstruction of the 
ownership controversy indicates that it in- 
volves a complex arrangement for the pay- 
ment for the debt paper used for the bank's 
purchase in 1987. It also points to the ways 
in which the debt-swap programme could 
be used to legitimate reinvestment of flight 
capital. 
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vestors and immigrants, even if this means 
that developers' margins suffer. 

Earlier this year, the government ab- 
ruptly reversed its policy of not allowing 
non-citizen residents to buy public housing, 
which is supposed to be subsidised. This 
knocked away one of the props from under 
the private property market. And the gov- 
ernment has put a damper on the office mar- 
ket by announcing that it intends to extend 
the commercial sector of the city by another 


8 million f£ through reclamation. 


The Ministry of National Development 
has also announced new regulations that 
will make it difficult for new property de- 
velopers to enter the market. The regula- 
tions bar first-time developers from selling 
their property before completion, thus de- 
nying them the ability to pre-sell properties. 
The penalties for directors breaking the new 


rules will be severe — sales of units de- — D : 
veloped by the directors company will be — ^. 
barred until he resigns, as will sales of 


units developed by all other companies of 


which he is a director. E Vi 


The P510.8 million payment for the pur- 
chase of the government shares in the bank 
was made through the debt-to-equity pro- 
gramme, under which a foreign liability is 
assumed by an investor who is then paid its 
peso equivalent by the government for in- 
vestment in central bank-approved pro- 
jects. Lim told the REVIE\ 





ton Bank deal to purchase FNBB-held debt. 
Although details of the arrangement are 


unclear, Lim explained that it involved FNBB. . « 
assigning its debt-paper to the three Filipino — 


investors. There had been no payment for 
the debt at the time Boston Bank was pur- 
chased, through the proceeds of the debt 
paper, and the bank shares, were pledged to 
FNBB until payment was settled. 

The corporate files at the Securities and 
Exchange Commission on the three Filipino 
firms point to the existence of such an ar- 
rangement. The three firms were simultane- 
ously incorporated on 12 August 1987 — 
after the 22 June memorandum of agree- 
ment for the acquisition of the bank. For an 
investors group that raised 60% of the 
P510.8 million purchase price, each of 
the firms’ capitalisation was derisory — 
400,000 in authorised capital of which only 
P100,000 was paid up. Each of the firms had 
four common directors, one of whom was 
an officer of the offshore banking unit of 


VIEW that FNBB. had. 
asked the three Filipino investors in the Bos- 





ing glut, the government has a different _ ees 
priority — toensurethatprivatepropertyre- — 
mains cheap enough to attract foreign in- =~ 








FNBB and the other three members ofthe law — * 


firm representing FNBB. All three share a cor- 
porate secretary in Manuel R. Roxas, whois 
FNBB's counsel. 


Although declining to provide details, - E. 


Lim confirmed the broad outlines of the ar- 
rangement. "If FNBB needed payment for the 
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debt paper, I could have easily issued a 
check. But they have no right to transfer my 
shares," she said. "The entire issue here in- 
volves Filipino firms being used as dummies 
and pushed around by an American firm," 
Lim alleged. 

Press coverage of the dispute has 
threatened to derail the growth of the bank, 
which earlier had been viewed as a success 
story of Manila's privatisation programme 
as it had increased its profits five-fold to 
P51.8 million since it was privatised. At the 
end of 1988, assets were P2.1 billion. Be- 
cause of the adverse publicity, withdrawals 
by several big depositors had forced the 
bank to borrow from the interbank market at 
a punitive 87% interest rate on 5 October. 
Bank officials claimed that the withdrawals 
were due to the overall tight money situa- 
tion that was sparked by the rise in reserve 
requirements for long-term deposits around 
that time. 

The ownership squabble in Boston Bank 
could result in tighter regulations on debt: 
to-equity conversions when the central bank 
reopens the facility. The debt-swap pro- 
gramme, until it was closed down in late 
1988 because of its inflationary impact, had 
been viewed here as an ideal scheme for re- 
ducing the country's huge foreign debt 
which amounted to US$28.7 billion in 
March 1988 (and has since come down to 
US$27.5 billion). At the same time it was 
seen as a way of attracting foreign invest- 
ment. 


urprisingly, firms classified as 

Filipino-owned have accounted for 

the bulk of consummated debt-to- 
equity transactions. At the end of June, 
Filipino firms accounted for US$337.2 mil- 
lion of such transactions, or 42% of the total 
US$728.3 million closed deals (US investors 
had US$122.8 million). 

Because of the official view that priority 
must be given to reducing the debt-stock, 
the authorities had looked away from the il- 
legal aspects of debt-to-equity conversion 
transactions when they involve Filipino- 
owned firms. There are no rules that require 
a Filipino firm to document payments for 
debt they have acquired, with all documen- 
tion so far indicating only deeds of assign- 
ment executed by a creditor to the investing 
firm. 

The purchase of foreign debt by local in- 
vestors requires foreign exchange, at a time 
when there are tight restrictions on the re- 
patriation of foreign exchange by Filipinos. 
In effect Manila had adopted a see-no-evil 
approach to the debt-swap transactions as a 
way of attracting back into the country dol- 
lars illegally salted abroad. Through this 
procedure, flight capital has effectively been 
given a reward, since with the 50% discount 
in the world market for Philipine debt, 
Filipino firms have been able almost to dou- 
ble the peso equivalent of dollars repatriated 
under the debt-swap formula. m 
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Australian entrepreneur strives to survive huge losses 


Bond battles on 


By Janine Perrett in Sydney 
ustalian beer and media baron Alan 
Bond is adamant his Bond Corp. 
Holdings will survive its record- 
breaking A$980 million (US$755.59 million) 
loss. But the key to the group's future now 
appears to be his ambitious A$2.5 billion 
brewing deal. 

Bond is still in negotiations with New 
Zealand brewer Lion Nathan over a com- 
plex deal which involves the sale of Bond's 
Australian brewing interests to subsidiary 


Bell Resources for A$2.5 billion. Lion will : 
.. then take a 50% interest in the new brewing 


venture for an undisclosed sum (REVIEW, 28 
Sept.). 

But on 18 October Bond missed the first 
deadline for the deal when he was unable to 
finalise the A$1.60-a-share takeover offer for 
Bell Resources — the crucial 
first step in setting up the 
brewery venture. 

Both Bond and Lion ag- 
reed to postpone crucial con- 
ditions until 1 November 
and maintained the deal 
would still go ahead by next 
January. 

Analysts say that Bond 
needs to sell the breweri- 
es for the proposed A$2.5 
billion level in order to earn 
a A$1.5 billion profit on 
the transaction this finan- 
cial year and return the 
group to profit after the 
devastating A$980 million 
loss. 

The profit-loss statement for the year to 
30 June was released on 20 October, the Fri- 
day before the company and its subsidiaries 
faced suspension on the Australian Stock 
Exchange for tardy reporting. 

The size of the loss, the largest in Austra- 
lian corporate history, stunned even the 
most pessimistic analyst. The results in- 
cluded a net operating loss of A$814 million 
as well as extraordinary items of A$166 mil- 
lion. 

The consolidated result reflected poor 
showings from Bond Corp. associates, with 
Bell Resources alone recording a net half- 
year loss of A$383 million after a A$132 mil- 
lion write-down on the value of the contro- 
versial Lonrho plc investment. 

Bond associate Bell Group reported a net 
full-year loss of A$271.8 million after a A$381 
million write-down of investments in as- 
sociated companies. Even British-based Air- 
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Taking it on the chin. 


ship Industries contributed a A$30 mill 
net loss for the year. 

Reflecting the need to improve its im 
in the wake of the huge loss, the comps 
announced the transfer of Peter Lucas, 
managing director of Hongkong-ba: 
Bond Corp. International Ltd, to Sydnew 
take up the vital public and corporate n 
tions post. 

Despite the figures, a buoyant and higy 
visible Alan Bond defended the group, a: 
ing to convince the myriad "Bond Bashe 
of the long-term future of his empire. Ap: 
rently brimming with optimism, he sa 
"Yes, we've taken a big loss. We've takes 
on the chin but we're out there and we 
going to stay in business." 

And in a change of tack that will 
doubt comfort his major lender, the Hos 
kong and Shanghai Banking Corp., Bo 
, claimed he was now wary 
f owing money. 

i; In recent months t 

Ë Bond group of compan 
is estimated to have redi 
ed its debt by about A$4 
million through the acqui 
tion of various forms 
note and bond issues 
substantial discounts. Boi 
said the group would cc 
tinue to buy the varic 
debt instruments out 
cash flows and proposed 
retire more than A$1 billi 
of convertible bonds a 
subordinated debentures 
part of the A$2.5 billi 
Lion Nathan venture. 

Apart from the debt buy-back, the Bo 
group is estimated to have slashed an ad: 
tional A$1 billion in borrowings from ass: 
sales since the 30 June balance date. Bo: 
said his group's consolidated debt totall 
A$6.9 billion, and maintained that it v 
aiming for a debt level of about A$3.5 billi 
by March next year. Analysts now belie 
Bond may have to make additional wri 
downs over and above those contained 
the results, such as a A$200 million inve 
ment in a petrochemical project. 

But most criticial will be the profit on t 
brewing deal at A$2.5 billion, which wou 
give Bond room to move according to obs: 
vers. Speculation that the Lion deal was fi 
ing foreign investment resistance and tha 
rival Australian brewer, South Australi 
Brewing, might offer around A$2 billic 
were not encouraging, according to ar 
lysts. 
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RIEFING 


reign firms put brake 

China car ventures 
Foreign joint-venture vehicle projects in 
na have been badly hurt by the Peking 
"ernment's.continuing austerity drive, 
ich aims to rein in inflation and control 
ary spending. American Motors Corp.'s 
ing Jeep, Shanghai Volkswagon, and 
angzhou Peugot Automobile are halting 
duction or slashing output in the wake 
axes — im late last year and in 
rch — that add Rmb 45,000 (US$12,097) 
he price of a locally assembled foreign- 
igned car. Sales of all three companies 
"e slipped badly. Meanwhile, General 
tors and Fuji Heavy Industries’ proposed 
at-venture car plant in northeast China 
i; been cancelled because of poor market 
ispects, 


donesian bank to 

ue CDs in the US 

Indonesia's third-largest bank, state- 
ned Bank Rakyat Indonesia (BRI), will 

te US$50 million of three-year floating- 

* certificates of deposit (CDs) in New York 
'r this year. BRI, the first Indonesian bank 
ap the US CD market, said the issue 

uld be guaranteed by a syndicate of 12 
ernational banks led by Sanwa 
ernational Finance of Hongkong. BRI 

ns to issue a similar amount of CDs in 
rope, possibly as soon as next year. 


uth Korea's big firms 

port bumper profits 

Net profits at South Korea's largest 
npanies surged 48% last year, according 
igures from the country's 3,000 largest 
npanies compiled by the Korea | 
inagement Association. The electric 

lity monopoly Korea Electric Power Co. 
ped the list with Won 894 billion 

5$1.34 billion) profits, followed by steel 
iker Posco, which reported Won 134 

ion in earnings. Samsung Co. ranked top 
urnover, with sales of Won 6.81 trillion. 
tal turnover of the top 3,000 firms was 
on 187.6 trillion, up 17.376 from the 
ious year. Turnover in the service 

tor grew most rapidly, posting a 34% 

e, while the manufacturing sector rose 
/o. 


eneral Motors to start 

int venture in Taiwan 

General Motors (GM) of the US will set up 
J$$100 million joint-venture car plant in 
iwan with a local manufacturer, China 
itomobile Corp. GM will hold a 7096 
ntrolling stake in the joint venture. 
oduction is scheduled to begin in 1992, 
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with a capacity of about 40,000 cars a year. It 


will also produce parts for export and may 
eventually export complete cars to 
Southeast Asia. Ford Lio Ho Motor Co., a 
joint venture of Ford Motor Co., announced 
it will also upgrade its local production with 
a NT$1.25 billion (US$48.6 million) 
expansion. 


Japan and the US agree to 
extend steel-export quotas 


> The US and Japan reached a formal 
agreement on Japanese steel-export quotas 
under a 30-month extension of their 1984 
steel pact. For the first 15 months to 
December 1990, Japan will limit its exports 
to 5% of the American market; for the 
remaining 15 months to March 1992, its 
permitted market share will rise to 5.3%. 
The current level is 5.876. 


Business indicators 





Moscow defines limits 
on links with Seoul 


> Moscow is keen to broaden trade and 
cultural links with South Korea, according 
to a Soviet academic influential in shaping 
President Mikhail Gorbachov's policy on 
Pacific Rim countries. But Vladlen 
Martynov, head of the Institute for World 
Economy and International Relations, said 
in Seoul on 24 October that though all 
socialist states (including North Korea) 
required perestroika-type reforms, 
Moscow’s full diplomatic relations with 
Seoul depended "fundamentally" on 
improved bilateral ties between North and 
South Korea. However, Martynov ruled 
out Moscow linking improved relations 
with Seoul to a "cross-recognition" scheme 
under which Tokyo and Washington 
would recognise North Korea in exchange 
for Moscow's recognition of Seoul, as once 
proposed by the US. 
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Japan's Finance Ministry 


disclaims role in crash 

M Japan's Finance Ministry has denied 
playing a role in the latest Wall Street crash 
by suggesting to banks that they stay out of 
the proposed buyout of United Airlines. 
Makoto Utsumi, vice-minister for 
international affairs, said in a newspaper 
interview that the most the ministry had 
ever done was to ask Japanese banks about 
their participation in an earlier US leveraged 
buyout. The failure of United employees to 
obtain finance for the US$6.8 billion 
transaction triggered a 191-point drop in the 
Dow Jones Industrial Average on 13 
October. One reason for the failure was the 
decision by some Japanese banks not to 
enter into the deal. 


Singapore to study buying 
water from Indonesia 

P Singapore will do a feasibility study on 
whether to buy water from Indonesia, 
Prime Minister Lee Kuan Yew said during 
his recent visit to Indonesia. Currently, 
Singapore gets most of its water from Johor 
in Malaysia. Both Malaysia and Singapore 
are still discussing how to finance an 
additional dam in Johor. 


Second structural adjustment 
loan approved for Sri Lanka 


> The IMF has approved a structural 
adjustment facility (SAF) loan of SDR 66.9 
million (US$85.2 million) for the Sri Lankan 
Government. The loan is for the second 
year of a three-year SAF of SDR 156.2 
million. The funds will be used to assist the 
government's programme of economic 
stabilisation in 1989-90 and arrest the 
deteriorating external payments balance 
while allowing economic reforms begun 
during the first year of the SAF to continue. 


Taiwan extends benefits 

to US exporters 

> With its eye on its stubborn trade surplus 
with the US, Taiwan's central bank will 
expand a financing programme which 
assists US exporters who supply the 
Taiwan market. The central bank, which 
currently provides low-interest loans for 
machinery and capital goods under a 
programme begun in 1987 to help reduce 
the trade surplus, will extend the scheme to 
include agricultural and consumer goods. 
The move reflects concern among Taiwan 
officials that the trade surplus has not 
declined, Taiwan's surplus with the US is 
expected to reach US$15 billion by the 
year-end, about the same as last year if gold 
purchases are excluded from 1988 figures. 
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STOCKMARKETS 





a a a Tokyo gains momentum a a a Hongkong rallies nervously a a a bargain 


hunters hit Australia and Singapore a a a Seoul’s squeeze continues a a a Manila 
surges a a a Taipers bulls are tax-shy in period ending 24 October a a u 


Stocks maintained momentum after a 
strong rebound from the previous 
period's selloff, with the Nikkei rising 
1.5%. Buying focused on non-life 
insurance, railways and real estate, with 
Tokyu Corp. rising ¥570 to ¥2,560 and 
Nichido Fire & Marine up ¥160 at ¥1,710. 
Turnover averaged a healthy 850m shares 
worth ¥1.5t (US$10.53b). 


Wall Street’s recovery, combined with a 

resolution of a Sino-British standoff over 

^ illegal immigrants, and rumours that 

* Hongkong Bank will disclose its inner 

A reserves, produced a three-day rally. But 
* investors remain nervous. Hongkong 

* Bank rose 45 HK cents to HK$6.45. Daily 

^ turnover averaged 644m shares worth 

|J HK$913m (US$117.1m). 


Prices rebounded as Wall Street firmed 
and institutional investors bargain 
hunted for blue chips, and the index 
gained 1.2376. Actively traded Chuan 
Hup TSR 1994 gained 7.5 s cents to 50s 
cents, and Malayan Credit warrants 
added 9 s cents to 50S cents. Average 
daily turnover was 32% lower at 99.11m 
shares, worth $$197.04m (u6$100.6m). 


The index gained 2.72% as the market 
. recovered with encouragement from Wall 
Street's rebound and stronger regional 
. markets. UMW Holdings, which has 
- proposed a rights issue, surged 56 M cents 
~ toM$4.82, while Malayan United - 
: Industries was unchanged at M$3. 54. 

: Daily turnover fell 37% to average 46.35m 
$0 Ww shares, worth M$90.39m (US$33.5m). 


The market was directionless as foreign 
= institutions remained sidelined and local 

* investors licked their wounds ina holiday - 
© shortened four-day trading period. Later, 
- demand for cement and construction 

* issues breathed some life into the market. 
* Siam City Cement rose Baht 315 to Baht 
m E : 3,936. Daily volume averaged 11.63m 
“bd FMAM ddA 6 ON Shares worth Baht 1.99b (US$76.98m). 





The market surged, in anticipation of next 
month’s launch of the Philippine Fund in 
New York. Philippine National Bank 
gained 255 to 2620 while PLDT rose P20 to 
P505. Robinsons’ Land picked up 21.60 to 
P9.70. But Benguet Corp. slipped P1 to 
p51. Even in the absence of block sales, 
volume rose to 1.5b shares daily, worth 
P384.4m (US$17.4m). 


Manila 
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REVIEW — 


The market slumped as the governme 
continued to squeeze liquidity. Tradir: 
was extremely thin, with volume 
averaging 6.8m shares on daily turnow 
worth Won 15.5b (Us$23.3m). No sect: 
gained during the period. Short-term 
finance companies lost 4.1% while 
fabricated metal shares declined 3.8% 
Cheil Investment and Finance fell 10.2 





Investors were cautious in anticipatior: 
a possible revision of the capital gains : 
Prices rallied on 24 Oct. following new: 
that the Taiwan Stock Exchange had ` 
joined the Federation of International | 
Stock Exchanges. Ta Ya Electronic Win 
Cable rose NT$18 to NT$210. Daily 
turnover fell slightly to average NT$117 


w (US$4.58b). 


Traders returned to the market looking 
for bargains. However, early gains we 
wiped out as investors worried about 
forthcoming inflation and trade data. 
Turnover totalled 625.3m shares worth 


2 = A$1.158b (Us$892.8m), boosted by hear 


options trade. Qintex Australia fell 24 / 
cents to 16 A cents after its US arm filed 
bankruptcy. 


Air New Zealand listed, rising in heavy 
trading to a 35 NZ cent premium over it 
NZ$2.40 issue price. Despite this, the 
market was weakened by overseas 
uncertainty and fell 2.06%. Fletcher 
Challenge fell 23 Nz cents to NZ$4.52, a 
Brierley Investments also lost 4 cents tc 
NZ$2.12. Volume fell to total 50.76m 


E shares worth NZ$105.4m (US$62.2m). 


Reluctantly but doggedly, the 
government-run institutions continuec 
prop up the market with large-scale 
buying. With political nervousness 
érmostin their minds, individual 
investors took the chance to dump stoc 
rather than change their bearish marke 
view. The index ended slightly higher. 
Reliance rose Rs 8 (48 Us cents) to Rs 93 





. The period started with reactions to thi 


San Francisco earthquake, but 
encouraging inflation data and takeove 
speculation triggered a modest rally in 
very light trading. Later, disappointing 
third-quarter corporate figures led to a 
broad based selloff. The Dow Jones 
Industrial Average ended marginally 
higher. Volume totalled 903m shares. 
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WHEN CHOOSING 
LUXEMBOURG 
DO IT WITH 
KREDIETBANK 


S.A. LUXEMBOURGEOISE 


Set up in 1949, Kredietbank S.A. 
Luxembourgeoise now ranks among the 
top banks in the financial centre of 
Luxembourg. 

KBL belongs to the Almanij- 
Kredietbank Group, an international 
banking and financial group better known 
in the Euro-market world under the name 
of Kredietbank International Group. 

KBL provides a broad range of 
banking services such as financing of cor- 
poration and public institutions by means 
of Euro-credits and Euro-issues, mainly in 
Luxembourg Francs. KBL is also active 
in the primary market of new issues, in 
bond trading and in the financial servicing 
of securities. 

With 1992 in mind, and in order to 





ie eee) 0 RR 
KEY FIGURES (in million of LUF) 1987/88 1988/89 
Total balance sheet 285.941 331.707 
Customer deposits 177.791 218.724 
Capital and reserves * 9.724 10.552 
Provisions 14.014 16.057 
Net profit 1.122 1.380 


* including profit brought forward; after distribution of profits 


The balance sheet as well as the detailed profit and loss account are published in the “Mémorial-Recueil Spécial des 


Sociétés et Associations du Grand-Duché de Luxembourg”. 


offer its customers a professional and per- 
sonal service, KBL has entrusted some of 
its activities to a new company inside the 
Group in Luxembourg, thereby creating 
for such activities a more flexible and 
independent framework. The following 
services - Holding Companies, Under- 


Department. 


ID 








KREDIETBANK 


S.A. LUXEMBOURGEOISE 


43, bd Royal * L-2955 Luxembourg * Tél: 47971 * Télex: 3418 * Téléfax 28267 


Member of the Almanij-Kredietbank Group 


takings for Collective Investment, Port- 
folio Management for private and institu- 
tional clients - have been transferred to 
the new entity, KREDIETRUST. 

To obtain our Annual Report and 
our Private Banking brochure, simply 
address your request to our Marketing 





FarEasternEconomic Reserve your 


HTT 1990 Diary 


Now, as a privileged reader, you can reserve the 
Review's 1990 Pocket Diary at a 10% savings. 


i 
With a total of 168 pages this exceptionally slim (just 3/8") diary features a 
13-month, week-at-a-glance format and is bound in rich black bonded 
leather covers. Stylish and convenient, the diary also features 36 pages of 
useful international business and travel information plus additional pages 
for addresses and notes, offering an unparalleled compendium of essential 
personal and business data. 


Size:3 1/2" x 6 3/4" (8.75cm x 17cm) Code: 881 
Regular price:US$45 Now: US$13.50 


M 

Slim and elegant in design, this handsome wallet - handcrafted in luxurious 
matching black cowhide leather - has five individual credit card slots, plus two 
billfold pockets and extra compartments for business cards, airline tickets and 
receipts. 


Size: 3 5/8" x 7 3/16" (9.2cm x 18.2cm) Code: 883 
Regular price: US$29:5(0 Now: US$26.55 












The Pocket Diary in a matching leather wallet, with room for cash and 

credit cards, make a perfect gift for you or your friends. We'll even 

gold-block up to four initials on the front. And, if you're sending 
the diary or wallet as a gift, we can dispatch them direct to the 
recipient and include an elegant gift card in your name, free. 


Code: 885 
Regular price: US$42-50 Now: US$38.25 
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ORDER FORM 

(Please return to: Review Publishing Co. Ltd., GPO Box 160, Hong Kong) 
Code Item Price US$ Total US$ 
881 Pocket Diary (Black) 13.50 


Q Please gold-block my initials. Four initials 
maximum. ad.. L1. . 

Q lenclose my cheque for US$ (pay- 
able to Review Publishing Co. Ltd) in payment 
of my order. 

Q Please charge my credit card: 












Diary/Wallet Set (Black) 38.25 


der 
[883 Leather Wallet Black) — [2655 | — | 
885 E 
Uns 
Dk 





Gold-blocking of initials ^ Per item Q Visa (American Express A Diners Club. 
Packing/Handling Per item |[100. — | Card No: 
Add Optional Airmail surcharge (see below) Exp. Date: 
Total Amount of Order 
Signature: 
à $ lus Name: 
Please allow 2 to 3 weeks for delivery by airmail and 6 to 8 (Please print in block letters) 
weeks for delivery by surface mail. (Despatch will start in early Address: 


October 1989). 
PTION L E 


Product Codes 
Destination 


881, 883 
US$3.00 US$6.00 
US$6.00 US$12.00 
R110 















Tel: 

J I enclose an additional list of gift orders to be 
sent to friends/relatives, with the initials to be 
gold-blocked on each. 

J Please send gift card in the name of: 
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IT Telex and Fax 
Ctorv the only 


CHINA 
TELEX & FAX 
DIRECTORY 













a 





di tabase, it 
the most 
: à; ip xrehensive listing 
E of Uod adaa telex and fax numbers of 
all the significant organizations in China. Indexed in 
four Ways, you Tl find it easier rand more convenient to 
use: 








1. Alphabetical listings of companies and 





4. aMotebeid. listings of telex 
 answerbacks. 


You can get this extremely useful book by Simply completing the: order 
form and sending it along with vour py ment to China P 00 
Lic, GPO Box 11581, Hong Kong. , vos 


To: China Phone Book Co. lid. Gr 20 Box 
l Hong Kong, * | 


{ Please rush me copy/copies of the ch : 
ees 1989/90 as indicated: 









i COIIDAD reece ecient heats PAE IA EEE EA l | 
Qoi NM ec no pe at l 
7 Peg ere, AEN ecce care : i 
[1 China Telex & &E Fax Directory 1989/90 | 
| Price: Hong Kong ~ HK$175 + HK$10 tor postage & packing | 
Elsewhere = U IS$32 ünchx ding aitwail postige & pw i l 
NO O OPES aeie ES EE ENE E AET NM: 
l L]Iendese wc In n payinent TEOR of i 
l- (cheque pavable to The China Phone Book Co., Lid.) i 
[] ioter to charge... VEETES to mv. ctedit card (tick 
one}: l 
a I Amex [ ] Diners [ ] MasterCard | ) Visa[ | 


| Card No: E ln RAW State Tat re, 
pese - et entero TR — E 1102 CTF 


E The: Chine Í one Book Co, Ltd is aw holly piped subsidiary of 
y Review H "ublisbing CoO., Ltd. 
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ADVERTISEMENTS 
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An exclusive and S obathy Uftapostabte offer... 


P h s ket 


THAHLAND 

|| Few remaining beach front houses and apartments in asec: 
| luded managed property at Kamala Beach. Pose from US$ 
75,000. Showhomes available. . we ek 

Call Mr. William Pinsent of Phuket Land nowo on 168-78: 321 207 
13154 Kalim, Tar Phuket, : 
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"CANADIAN FARM ND” 
Investor wanted to invest in Sas- | 
katchewan Farm. Specializing in- 
| wheat, durum, and lentil produc- |. 
tion. Excellent growth potentia 

For more information. fonts 
| Rae Lee Farms i 

Box 266, Kindersley, Sas 
CanadaSOLIWO —. .— . -. 



















| ouo, Confidential is a wonky m , 1 
"service tor dealers, corporate treasurers and 
"business people. it shows how you and your 
company canbenefittrom currency fluctuations ~~ 
and movements in interest rates, 







Personal Every week you will get an overall survey of all 
P. i l the major currencies where they are.and where j 
they are heading: explicitforeigr exchangeand T. 
it RE EN i interest rate forecasts as well as explicit hedg- l 
i F ing advice, 
IMMIGRATION TO BRITAIN | 
Do you need sound advice on UK Immigration 
matters? If so. come to the Professionals. 
Former senior officials of the UK Immigration 
Service will assist with every aspect, includ- 
ing business investór cases, work permits, 
overseas company representatives and all in- 
dividual requirements, Ask for our information 
pack: 


Apply now for a free sample copy to Roum M, 
Eurostudy Publ. Co., Ludgate House, 107 Fleet 
Street, London ECAA 2AB, England, 


Sutton. & investment Board, 


Eurostudy: Publishing Company ig regulated by the 


COOPER HARRISON & CO Suite 316, Pre- If you have something 
mier House 10 Greycoat Place, London i 
SW1P Tel: (01) 222 8666 Fax: (01) 222 5358 tosay...sayit 





in the Classifieds! 


COPYRIGHT REPRINTS 


on The combined efforts of the Far Eastern Economic Review's large and highly skil- 
| lededitoríal team have made it the premier source of information for those who do 
business, or have an interest, in or with Asia. Asa testimony to the publication's 
^ editorial quality, many Review articleshave, over the years, been reprintedin news- 
papers, magazines, educational textbooks, newsletters etc throughout the world. 


Should you as an editor, publisher or on behalf of an organisation, educational es- 
tablishment etc wish to enquire about our reprint and cópyright charges, piene ad- 
dress your correspondence to: 


Managing Director 
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| No looking back here 


Datuk Rais Yatim, the former cabinet minis- 
ter who was unanimously elected Semangat 
‘46 deputy president on 12 October, is, at 47, 
no newcomer to the rough and tumble of 
politics. A quiet, articulate politician, Rais 
was. the first leader of any consequence to 
declare his hand in the 


up to divisive party 


. have . 





EE and, true to form, has 
. not looked back since. 
Fellow politicians had considered Rais 


worth watching even before the split in the 
original United Malays National Organisa- k 
„tion. He was first elected MP for Jelebu in 
| 1974. Four years later, he became chief - 
- . | minister of Negri Sembilan. 


In 1982 he was brought back into federal 


schism of 1987, siding | 
with the challengers to. 
Prime Minister Datuk - 
Seri Mahathir Mo- 
hamad in the run- 


elections. "I realise I. 
burned | my 


bridges," he said then up toa dr 


ministry to studyi in the US (at three different 


universities). - 





The nicknames which they 
coined for each. other then have stuck. 
Taizo, as pec ialist in public information and 


a fluent English speaker, received the (well- 





justified) monicker of Watanabe the Hand- 


some, While. Makoto is Watanabe the 
Young. Koji is Watanabe the Good though 
his brilliant record in a series of economics 
posts. suggests that he perhaps ought to 
Rave been known as Watanabe the Clever. 





Unionist turns drug- buster 


Thanks to career trade unionist Sen. Ernesto 
Herrera, 46, the Philippinesis finally waking —— 
rug problem he believes is verging facti 
ona national crisis. Stricken with polioatthe — 
_ age of five, Herrera can only walk with as- 
sistance, but that has not "prevented him 
from investigating the evils of shabu, or _ 
-methamphetamine, which is making seri- n 
 ousinroads into the Filipino population. 








. Nor has he been afraid to name names. 


politics as minister of land and regional de- — - : 


| velopment, taking over at information in 


1985 and foreign affairs in 1986. Mindful of 
the exigencies of defeat, he promptly re- 
signed in May 1987 after his allies lost their 
bid to unseat Mahathir. 

Rais is a lawyer by training who later ac- 
quired a diploma in psychology. When not 
campaigning, home is a modern Minangka- 
bau-style house reminiscent of the architec- 


| ture of his native Negri Sembilan. 


The good, the young and... 

Koji Watanabe, 55, who takes over in late 
October as Japan's deputy minister of for- 
eign affairs, the Foreign Ministry's senior 
specialist in trade and economic relations, is 
one of a trio of Watanabes who have 


reached top positions in the ministry. The 
| other two are Taizo, 55, director-general for 


the Public Bureau of Information. and Cul- 
tural Affairs, and Makoto, 53, who is about 
to be nominated director-general of the Mid- 
dle East and African Affairs bureau. | 


The proliferation of Watanabes is not so. 


odd as it might appear: the name is Japan's 
commonest, with the possible exception of 
Suzuki. But the three have been confused 
with each other at various stages of their 
careers. On one tragic occasion when a 
fourth Watanabe was killed in a traffic acci- 
dent in Baghdad, the families of the other 
three received condolences from friends or 
bours who were unware that they had 
namesakes in the ministry. 
The three surviving Watanabes have 
been friends and colleagues since the early 
1960s when they were despatched by the 


privilege, he accused. Police Constab alar 
criminal investigation service chief Brig. - 
Gen. Pantaleon Dumlao and a string of 
other law enforcement officials of protecting 
drug syndicates. That earned him 

phoned death threats, but aides say he has 











no plans to hire bodyguards for protection. 


Although he has served as secretary- 
general of the Trade Union Congress of the 
Philippines for more than a decade — a job 


that often brought him into conflict with late 
president Ferdinand Marcos — Herrera did 


not attain national prominence until he was 
appointed to the Agrava Board which inves- 
tigated the assassination of opposition 
leader Benigno Aquino. 

A Cebuano who is married with four 
school-age children, Herrera is chairman of 
the senate labour, employment and human 
resources development committee, and also 
the committee on tourism. His interest in 
drugs goes back to his 1987 election to the 
then 24-person upper house. "It was his 
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| parties acne a kei — to New York 





own personal observation that the probis 
was becoming serious," says one aide. ' 
is concerned about the effects on children: 


A hopeless task? 

The new president of the Internatio: 

Commission on Kampuchea (ICK) vowec 
the UN that he would "spare no effort” 

bring peace and stability to Cambodia. AB 
Mock, 55, the Austrian foreign minister, Bi 


stepped into the post reli 





predecessor and compatriot Leopold Gra 
who became enmeshedi in domestic poig 
embarrassments. a o roes | 


E Soviet-Vietnam c oppos n f has not á 


ees say ti 





ascertain how the UN could contribute à 
follow-up to the recent Paris conference. } 
said he might fly to Vietnam next spring t 
in his capacity as Austrian. foreign minist 


because Hanoi does not recognise the ICK 


T. rusted man for the job 


- J. Y. Pillay, the man given most of the kuc 


for the creation of the “Singapore Girl” 
the readily identifiable trademark of the 
land state and its flag-carrier, Singapore / 
lines, is changing jobs again. On 1 Nove 
ber, he willbe leaving his current positions 
managing director of the country’s cent 
bank, the Monetary Authority of Singapo 


. and of the Government of Singapore Inve 
. ment Corp., which manages the countr 


foreign reserves of more than US$17 billic 
Pillay, 55, who as managing director a 


„chairman of Singapore Airlines in the 19. 


is largely credited with turning it into a c 
rier of international re- 
pute, will become the 
top civil servant in the 
Ministry of National | 
Development. The | 
government has been : 
"cleaning up" the de- 
partment since former — 
minister Teh Cheang : 
Wan committed 
suicide a few years - 
ago. 

One of the government's most trust 
civil servants, he seems to have complet 
the tasks set him by the government, es] 
cially by reviving the fortunes of the Stc 
Exchange of Singapore after it was forced 
close for a few days in the wake of the P 
Electric scandal in 1985. 
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The beauty of JAL's new look is 
more than skin deep. 

Look beyond it and you'll discover 
a new spirit of change and a host of 
innovative ideas for the 1990's. 
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One thing, however, will never 
change. 

JAL's dedication to efficiency, 
punctuality and service. 

A philosophy that makes a world 
of difference. 


JAL 


Japan Airlines 
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If your business is expanding into new trade finance and capital investment needs. 
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Coast as Security Pacilic. 


With forty offices throughout the : 
| Security 


West Coast of North America and all of [était So before your business makes 
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LETTERS 


China — the lost opportunities 

A. R. T. Kemasang [LETTERS, 26 Oct.] claims 
that no serious observer can quibble with 
the achievements of China in the past 40 
years. The serious observer, however, must 
examine these achievements in two other 
perspectives: what has been achieved by 
others in the same timeframe, and what 
could have been achieved; and the cost of 
what has been achieved. 

The world has made vast advances in 
those 40 years and China's economic pro- 
gress in that time would have been enor- 
mous had not the communist party chosen 
to destroy the entrepreneurial class and had 
not the party spent most of those years en- 
gaged in the inner-party struggle which 
brought such repeated suffering to the 
country. 

Put briefly, the subordination of the eco- 
nomic demands of material advance to 
ethereal political goals and struggle resulted 
in the current situation where half the popu- 
lation wavers between being fed and not 
being fed. 

The non-economic costs need also to be 
given attention. The creation of a society 
where the predominant sentiment is fear, 
where the accusations of neighbour and re- 
lative are a constant concern, where several 
generations have grown up without a cul- 
ture other than Maoism and arduous strug- 
gle, where spiritual angst consequent upon 
the destruction of traditional culture affects 
all — a society which all those people with 
the means now try to flee — is no mean feat. 
With such costs having to be borne, some 
"serious observers," while indeed not con- 
testing the "historic proportions" of achieve- 
ments, do take time to ponder the "should- 
have-beens." 


Hongkong PETER ANDERSON 


Better Hanoi than the Khmer Rouge 
Ambassador Tommy Koh's THE 5TH COL- 
UMN [26 Oct.] on Hanoi's role in Cambodia 
is undoubtedly correct in its assessment that 
the Vietnamese did not intervene in Cam- 
bodia in order to save the Cambodian 
people from the atrocities of their own gov- 
ernment. But the fact remains that most 
Cambodians experienced that intervention 
as a liberation. 

It is worthwhile recalling Prince Si- 
hanouk's own words in his autobiography 
(Prisonnier des Khméres Rouges): "Our people 
were coming to the very pit of misery and 
despair. It [was] high time that a foreign 
country, even Vietnam, should intervene to 
put an end to [this] intolerable situation. [In- 
deed] I ask myself today whether it makes 
sense to reproach honourable individuals 
for collaborating with the Vietnamese." 

One searches in vain in Koh's piece for 
any consideration of the wishes of the Cam- 
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The Hotel Royal Taipei. 
Old World refinement and 
sophistication that's 
reminiscent of southern 
France. Along with 
uniquely personalized 
service that helps 
make a stay memorable. 
Experience it. 
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Toll free in U.S. and Canada 
1-800-NIKKO-US-(645-5687) 
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we build with our clients, the extent of our global banks are able to rival. 
network, and the range and depth of the Then there are the Chase people. Professior 
professional expertise we are able to deliver. who can harness Chase's resources on behalf of 


A Total Capital Base of more than USSIIbillion ^ their clients to create tailored financial strategies 
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and deliver effective financial solutions. techniques (executing the first transactions in a 

Its our combination of size, international number of Asian countries). We've advised and 
network, specialized industry knowledge and our arranged a number of cross-border mergers and 
approach to client relationships that helps set acquisitions, structured major project financings, 
Chase apart from other financial institutions. debt for equity conversions, and more. 

In Asia, we've led the way in developing But when it comes to proof of performance, 
a whole new array of risk management transactions speak louder than words. 
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ui istration, which indudes the Khmer 
LE. would be a recipe for peace, when 
»ne knows that Khmer Rouge ideology is 


sased on total power? 
xford (Dr) PETER CAREY 
éihanouk's inglorious role 


*rince Sihanouk’s assertions that the Khmer 
Rouge have to be included in an interim 
;ovemment in Cambodia because they are 
po strong to be excluded are ludicrous. 
bringing them to Phnom Penh would only 
Jive them an undeserved respectability. 

The fact that they have a certain strength 
5 the result of several factors. Sihanouk's 
iole in this, and his responsibility for it, is 
great. Because of his autocratic rule prior to 
970, he obliged Khieu Samphan, Pol Pot 
ind the others to go underground. Then 
rom 1970 until today he has acted as a fig- 
eaf for these butchers, without which it 
vould have been much more difficult for 
hem to gain power in 1975 and to survive 
ifter 1979, | 

It is therefore ridiculous to consider 
sihanouk as a freedom fighter struggling to 
nsure the well-being of his people. And of 
'ourse, without the support of the EC, the 
J9, Asean and Japan, the Khmer Rouge 
would not be so dangerous. The withhold- 
ng of aid to Cambodia is helping the 
Khmer Rouge in their struggle to regain 
dower and continue with their holocaust. 
srembergen, Belgium WILLY VAN DAMME 
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?roud emblem of survival 

Jeing an admirer of Bengal, be it West Ben- 
zal or Bangladesh, it amused me to see that 
you have used a photograph taken in Dhaka 
o illustrate an article on Calcutta [ARTS AND 
SOCIETY, 19 Oct.]. The photograph shows 
he view from a leading hotel in the 
Jangladesh capital: a magnificent swim- 
ning pool set against a background of slums 
ringed with water-lily vegetation. Anyhow, 
his proud emblem of survival against the 
xids, a quality the REVIEW's lucid article 
ittributed to Calcutta, could be claimed 
:qually for the whole Bangladesh nation. So 
rour choice of a picture from Dhaka was not 


30 inappropriate. ! 
-olombo HASSE B. GAENGER 
Arms allegations are untrue 


. refer to the article entitled Consolidating 
»ower [5 Oct.], in which you alleged that 
Jur company (which you referred to as SKS 
Marketing Ltd) arranged an arms consign- 
nent to Burma sometime around 30 Au- 
zust. You also implied that this might have 
seen done under the cloak of “a joint 
venture with the Burmese Government — 


a NOVE NARER 1üna 


officially for marketing electrical goods, 


stationery and printing and photographic 
goods. 4t 

. These allegations are totally unfounded | 
and untrue. Our company and the joint- 
venture company your article mentioned 
(Myanmar Singapore International Ltd) 
both deal with consumer goods. We do not 
involve ourselves with the politics of the 
country, and we certainly have nothing to 
do with arms or munitions, as any investiga- 
tion of the shipping documents would have 


shown. LEK ENG KHIANG 
| Managing Director 
Singapore SKS Marketing Pte Ltd 


(Atri m meia entm em HH e I t nme tete ee Hcr tete Hte t te te tente e tr n / As INS RAI SS naga ann n me tm en tnt e nt 


British intentions in Thailand 

Fairness was patently lacking in the PUBLIC 
EYE item [21 Sept.] lauding the retiring 
British ambassador to Thailand, Derek Ton- 
kin, for "correcting a historical misconcep- 
tion" about Britain's attempt to take over 
Thailand immediately after World War II as 
described in my recently published book. 
Like Tonkin in his published response to the 
book, the REVIEW neglected even to note its 
title — Alone on the Sharp Edge: The Story of | 
M. R. Seni Pramoj and Thailand's Struggle for 
Democracy. 

The highly respected Seni was in charge 
of negotiating with the British under Lord 
Louis Mountbatten during the first of his 
three terms as prime minister of Thailand. In 
his interviews with me, Seni not only cor- 
roborated the accounts of others, from the 
late American journalist Edgar Snow to the 
late Thai foreign minister Direk Jayanama, 
as to British colonialist intentions. But he 
also provided compelling evidence that his 
leaking to the Associated Press man in 
Bangkok the secret terms of a British-pro- 
posed peace treaty compelled Britain to sub- 
mit to US pressure and give up the harsh 
treaty for the harmless agreement of 
1 January 1946. 

If the REVIEW wants to engage in puffery 
of a British diplomat, that is its right. That 


right does not extend to casting aspersions 


on my professional reputation as a journalist 
and author or to presuming to speak for 
Thais. By all means, let the "historical facts" 
about Thailand's political evolution speak 
for themselves. It was to let them do so that I 
wrote Alone on the Sharp Edge for young and 
old Thais and non-Thais alike. 

Ottawa DAVID VAN PRAAGH 
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Lionised in Venice... 

Is Lincoln Kaye secretly hoping for a men- 
tion in TRAVELLER'S TALES, or have I missed 
something [A city of sadness, 12 Oct.]? 
Everyone knows that the best film at the 
Venice Film Festival is awarded the Golden 
Lion. The Golden Horse, on the other hand, 
is Taiwan's premier cinematic prize, spon- 
sored by the government. 
Halifax, Canada JOHN LEE 
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Asia is under 
pressure to 
improve its 





expanded rapidly, 
— — —  — thequality of public 
accounts has failed to keep pace. The 
pressure for change has come mainly from 
outside the region — from international 
investors and local affiliates of the Big 
Six accounting firms, several of which 
have been embarrassed by well-publicised 
scandals in which auditors were sued 
for negligence. So far progress in 
tightening disclosure and audit rules has 
been good in Singapore and Hongkong, 
which were hardest hit by scandal; slow 
in Japan; and poor in countries like 
Thailand and Indonesia, writes finance 
writer Jonathan Friedland. Tokyo 
correspondent Nigel Holloway reports on 
the efforts of Japan's accountants to forge 
internationallinks. 70 

Cover illustration by Chris Young. 


Regional Affairs 


Cambodia : Diplomacy 

The international community fears that the 
reviled Khmer Rouge could return to 
power in the wake of the Vietnamese troop 
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Diverging Views 

US officials, who have for years tried to 
cope with the divergence within Asean 
over Cambodia, are bracing for the more 
delicate task of dealing with the internal 
dissension in one of the association’s 
members. When Thai Premier Chatichai 
Choonhavan visits Washington in 
mid-November, he is expected to press 
President Bush to support his idea of a 
small, informal meeting on Cambodia to 
look exclusively at the possibility of an 
international verification of the Vietnamese 
withdrawal from Cambodia. However, 
during a visit to Washington in October, 
Thai Foreign Minister Siddhi Savetsila 
made it clear that he wanted only a 





withdrawal. Meanwhile, a US 
congressman considers setting up a UN 
authority in Cambodia 12 


Japan : Hongkong 

The Japanese foreign minister risks the ire 
of Peking by planning a visit to the territory 
asa show of confidence 13 


China : Plenum 

Hardliners are expected to dominate the 
party work conference which is setting the 
official line for the upcoming central 
committee plenary meeting 14 
Hongkong: Basic Law 

Peking expels two Hongkong Basic Law 
drafters for criticising the suppression of 
the pro-democracy movement 14 


India : Election 
Newspaper reports link the Bofors 
corruption scandal to the prime minister, 
but the ruling party remains unfazed 15 


"comprehensive solution" — an implicit 
refutation of his prime minister's approach. 
The Americans will not be able to reconcile 
the two positions as Siddhi will not 
accompany Chatichai. 


Legal Difficulties 


Several lawyers in the Hongkong 
Government's Legal ent and in 
private practice have been called in by the 
Independent Commission Against 
Corruption (ICAC) to assist with 
investigations into possible bribery 
offences in connection with commercial 
crime cases. The ICAC raided the Legal 
Department on 27 October and took away 
some boxes of material. 


All is Almost Forgiven 

The Singapore Government is believed to 
be willing to allow the return of Jardine 
Fleming, the Hongkong-based merchant 
bank which it unceremoniously ordered to 
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> Australia: Media 


The Australian Broadcasting Commissiorw 
appoints a diplomat to breathe new life 
into ailing Radio Australia 21 

India: Media 

State-owned broadcast monopolies toe the 
ruling party’s line 24 

Hongkong : Nationality 

The British Government a set to 
grant right of abode in Britain to Hongkong 
residents 24 


Bangladesh : Students 

Gun fights between rival student factions 
reflect the battles between the country’s 
political groupings 26 

Pacific : Polynesia 

Nuclear testing and links with France after 
EC barriers fall in 1992 come under 
unprecedented scrutiny in French 
Polynesia 27 


Taiwan : Politics 
The opposition’ rh ae p 
series of factional squabbles 28 


China : Bureaucracy 

The world’s largest bureaucracy is also the 
most adept at looking after its interests anc 
probably one of the slowest to arrive at 
decisions 33 


Sri Lanka: Politics 

A conference of all political parties achieves 
little but does allow breathing space 36 
Security forces come under scrutiny after 
an outbreak of crime 37 


leave Singapore in 1985 for allegedly poor 
advice relating to the government-owned 


Keppel Group’s takeover of Straits 
Steamship. The passage of time and, 
perhaps, the thought that the island needs 
financial friends in a tougher environment 
has evidently prompted Singapore to 
reassess its attitude. But it is believed to 
want some kind of control over the bank, 
such as government-appointed 
supervisors to oversee its activities — a 
stipulation that Jardine Fleming is said 
indignantly to have rejected. 


Writers Stage Exit 
Independent-minded Vietnamese writers, 
frustrated that the communist party 

has slowed the pace of Vietnam-style 
perestroika in recent months and 
continues to demand that artists serve 

as mouthpieces for the state, staged a 
protest walk-out from the Writers 
Association Congress in Hanoi in late 
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October. The writers felt compelled to 
return only when party chief Nguyen Van 
Linh announced that he would attend the 
congress. 


Moonies in Moscow 


North Korean officials 
were stunned to hear 
from a group of 
visiting Soviet 
journalists that the 
Soviets are allowing 
the Rev. Moon Sun 
Myung’s World 
Media Association to 
hostan international Moon. 

conference in 

Moscow next April. The three reporters 
were part of a group of five Soviet 
journalists who visited South Korea in 
October at the Moon group's invitation. A 
Moon interview will be shown on Soviet 
television this month. 
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Resignation Rejected 


Hongkong's attorney-general Jeremy 
Mathews offered his resignation on 31 
October but it was rejected by Governor Sir 
David Wilson. The offer followed recent 
criticism of and turmoil in the Legal 

M NE Personal issues also played a 
role 


Diplomatic Demands 

Six Chinese officials who recently arrived 
at the Chinese Embassy in Bangkok are 
asking Thai authorities to grant them 
diplomatic status. The issue has caused 
some embarrassment to the Thais, who 
suspect that the duties of the six will relate 
to the Thai-Cambodian border, where the 
Khmer Rouge and its two partners in the 
Cambodian resistance receive military 
supplies from Peking. But they will 
probably be given diplomatic status 
eventually, as Bangkok has a close 
relationship with Peking. Meanwhile, a 
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second secretary at the Chinese Embassy, 
Sun Yinrong, who recently went missing 
is reported now to be in Kuala Lumpur, 
where he is thought to be applying for 
political asylum at the US Embassy. 


. His wife, Zhang Zhimin, remains in 
Bangkok. 


Comprehensive Sham 

Thai Prime Minister Chatichai 
Choonhavan made a significant gesture of 
support for embattled Australian 
ambassador Richard Butler by inviting him 
for a cosy dinner at a leading Bangkok 
hotel on 27 October. Butler was chastised 
by his government for telling the Bangkok 


. Post newspaper that the concept of a 


comprehensive political settlement for 
Cambodia was a "sham" and an excuse for 
not reaching a more realistic settlement. 
Butler's comments were in line with the 
Thai view — even if they are not shared by 
the rest of Asean. 








Ei along the road to Cambodia's sec- 








International concern focuses on Khmer Houge strength 





ith Vennes troops gone 


from their country, Cambo- 
dians are now fighting each 
other with increasing intensity 
to determine which side will prevail in any 
future political settlement. But whatever the 
battlefield claims of the tripartite resistance 
coalition, it appears that international ef- 
forts, once focused on ridding Cambodia of 
Hanoi’s dominance, are now shifting to 
block the reviled Khmer Rouge coalition fac- 
tion from returning to the centre of power. 
This concem was enhanced by the 
< Khmer Rouge claim, later confirmed by 
.. Thai and Western analysts, that it captured 
the strategic town of Pailin on 22 October 
after a prolonged siege. Pailin, a strategically 
. situated gem-mining town near Cambodia's 
. southwestern border with Thailand, had 


long been emptied of civilians as Khmer 


Rouge artillery and mortars pound- 
ed first the Vietnamese troops who 
had previously held it and, latter- 
ly, soldiers of the Hanoi-backed 
Phnom Penh regime of Prime Minis- 
ter Hun Sen who replaced the Viet- 
namese after their 26 September 
withdrawal. mE 
2 The fall of Pailin set the Khmer 
. Rouge — with 30-40,000 troops the 
coalition's strongest military force — 


ond-largest city of Battambang, some 
75 km away. In an apparent response 
to the Khmer Rouge victory at Pailin, 
where the Cambodian army's 196th 
Division — one of the regime's few 
élite units — was reported to be 
virtually destroyed, the government 
placed Phnom Penh under an in- 
definite night curfew on 30 October. 
The mounting sense of crisis was 
further compounded when Khmer 
Rouge radio reported on 31 October 
that its forces had seized Samlot dis- 
trict in western Cambodia, which 
lies astride an important infiltra- 
tion route. This report remains 


Meanwhile, forces of the coalition's two 
.. non-communist factions, the Khmer 
- People’s National Liberation Front and 


-. another faction led by Prince Norodom 
. Sihanouk, were moving towards the two 


. other northwest Cambodian provincial capi- 
.. tals of Sisophon and Siem Reap. The non- 


(2042 


Pol Pot. 
unconfirmed by independent sources. 
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communists, however, lack the Khmer 
Rouge s artillery and proven combat pro- 
Wess. ! 

The waning of support for the resistance, 
because of its Khmer Rouge component, 
perplexes some Western diplomats in 
Bangkok who are accustomed to solid sup- 
port for the long-standing campaign to pres- 
sure Hanoi into allowing an independent 
Cambodian leadership to EE in Phnom 
Penh. 

The feeling among these diplomats is 
that some of their governments are too 
ready to buy the Hanoi line that the Khmer 
Rouge should somehow be eliminated from 
any power-sharing in Cambodia because of 
their brutality towards their own people 
when they ruled the country from 1975-78. 

This view, rapidly gaining momentum in 
the capitals of Western countries which 
were prepared to turn a blind eye to the 
Khmer Rouge's inclusion in the resistance 








during the 11-year Viethamesé occupation, 
favours the Hun Sen regime. This is despite 
the fact that Hun Sen himself is a former 
Khmer Rouge commander and has yet to 
allow international verification of a total 
Vietnamese military withdrawal. 

The Asean countries have spearheaded 
the diplomatic campaign to nurture support 
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for the resistance and to keep the pressure 
on Hanoi to compromise on Cambodia's poi 
litical future. But Singapore Prime Ministe: 
Lee Kuan Yew alone has publicly queriec 
the current erosion of trust in the resistance 
because of what Western governments now 
like to refer to as the “genocidal” Khme: 
Rouge. In a recent Washington Post inter’ 
view, Lee said the Khmer Rouge still re: 
tained the loyalty of some villagers, anc 
could be expected to win 12-18% of the voté 
in a fair election. 

Singaporean officials released to the 
press covering the recent Commonwealth 
Heads of Government Meeting in Kuala 
Lumpur Lee's talking points to be raised ai 
the meeting. Among the points, Lee said. 
"The Vietnamese have capitalised on the re: 
vulsion against the Khmer Rouge in the 
West to divert attention from their uncom- 
promising position at the Paris conference." 

The August Paris conference on Cam: 
bodia, involving all four of the coun: 
trys political factions, including 
Hun Sen, and major countries witt 
an interest in the Cambodian con: 
flict, ended in failure. This was part: 
ly because Vietnam and Hun Ser 
refused to countenance the pre 
sence of the Khmer Rouge in e 
power-sharing political arrange 
ment. 








ietnam has been encour- 
aged by the ability of the 
Najibullah regime to sur- 
vive in Afghanistan," Lee 
said. "She hopes that Hun Sen will 
do likewise in Cambodia . . . the 
reason why the Khmer Rouge have 
to be included in a political settlement 
is that otherwise the bloodletting will 
. continue. There is no better way of 
dealing with the Khmer Rouge.” 
Sources who monitored Lee's 
stance at the Kuala Lumpur meeting 
said he was privately critical of Thai 
Prime Minister Chatichai Choonha- 
van's diplomatic initiatives on the 
Cambodian question. Chatichai has 
invited Hun Sen — along with leaders 
of the resistance factions — to Bangkok 
three times this year to discuss the con- 
flict and has harped on his policy of turn- 
ing Indochina from a battlefield into a 
marketplace. The Thai leader's compromis- 
ing stance has publidy put him at odds 
with his own foreign minister, Siddhi 





avetsila, who has long adopted a hard- 


me approach towards Vietnam and Hun 
ien. 

Singapore has been accustomed to acting 
5 something of a spokesman for Asean on 
^e Cambodian issue, identifying with 
angkok's previous hardline approach to 
ne question. So Lee may well have been ar- 
culating his frustration that Chatichai's 
vodified policy towards Indochina — and 
is seizing of the initiative from Singapore 
ind other Asean countries — was threaten- 
ag his own position as Asean’s spokesman 
n Indochina. 

Chatichai's most recent initiative was to 
nake a two-day trip to Peking on 24-26 Oc- 
jober. Although Chatichai trumpeted that 
he Chinese leadership had endorsed his 
solicy of adopting a step-by-step approach 
9 solving the Cambodian conflict, starting 
vith the formation of an international-con- 
rol mechanism to verify the Vietnamese 
vithdrawal and to monitor a ceasefire, Thai 
(fficials privately allowed that the visit was 
nore a face-saving exercise for the prime 
ninister's lone initiative to bring peace to 
-ambodia. "The Chinese made it clear that 
hey would not obstruct whatever Prime 
Ainister Chatichai is doing,” one said. 

There was some speculation in the 
langkok press that Chatichai would ask 
-hinese leaders to scale down their gener- 
us military supplies to the Khmer Rouge. 
jut Thai official sources said the issue was 
iot raised. 

Chatichai has been privately criticised by 
ome Western countries for allowing China 

o pump arms into the Khmer Rouge's 
»attlefield effort through Thai territory, even 
hough the Soviets are keeping open a 
veavy arms-supply pipeline to the Hun Sen 
egime. The prime minister has also raised 
iome concern among his Asean partners — 
is well as in his own Foreign Ministry — for 
Yot stating adamantly that there should be a 
‘omprehensive political solution in Cam- 
"odia as a precursor to peace. 

Australia’s ambassador to Thailand, 
Richard Butler, was chastised by his govern- 
nent for telling the Bangkok Post in an inter- 
riew on 20 October that the concept of a 
omprehensive political solution for Cam- 
'odia was a "sham" and an excuse for not 
eaching a more realistic settlement. 

The Australian Government is known to 
» under much pressure from lobbyists — 
'articularly powerful aid groups sympathe- 
ic to the Hun Sen regime — to start dealing 
vith an Phnom Penh govern- 
nent, while Canberra sticks to the line of 
iupporting Asean policy on Cambodia. 
\sean’s policy insists on a comprehensive 
»olitical settlement, and Australia is among 
he 64 countries co-sponsoring an Asean re- 
iolution at the UN General Assembly calling 
or this and criticising Vietnam's uncom- 
»romising stance on Cambodia. 

Yet while the wires were hot between the 
Australian Embassy in Bangkok and Can- 


) NOVEMBER 1989 


berra, Chatichai made a significant gesture 
in inviting Butler for dinner at a Bangkok 
hotel on 27 October. Presumably, the prime 
minister and his advisers felt this was an ex- 
pression of support for an embattled ambas- 
sador whose comments were in line with 
their view of prospects for a Cambodian set- 
tlement — even if they were not shared by 
the rest of Asean. 


Susumu Awanohara writes from Washing- 
ton: Amid growing fears that the Khmer 
Rouge could return to power, Stephen 
Solarz, the influential chairman of the US 
House of Representatives' foreign affairs 
subcommittee on Asian and Pacific affairs, is 
proposing that a UN authority be set up in 
Cambodia, supported by substantial UN 
peacekeeping forces. The idea could become 
attractive in Washington and elsewhere if 
the Khmer Rouge proves strong on the 
battlefield. 

Solarz took his cue from Namibia, for- 
mally a UN trustee territory administered by 
South Africa. The UN, supported by UN 
forces, is now taking charge of Namibia and 
is demilitarising all contending forces to pre- 
pare for free and fair elections. 

Before the Paris conference on Cam- 
bodia, Solarz strongly advocated arms 
aid for the non-communist resistance fac- 
tions but only to bolster their bargaining 
power in Paris. After the failure of the Paris 


talks, he has been rethinking his position. 

There is doubt about whether such an ar- 
rangement would work in Cambodia. Un- 
like Namibia, Cambodia has existed as a 
state for centuries, making it difficult to jus- 
tify UN control. Neither Hun Sen nor the 
Khmer Rouge are likely to surrender power 
to the UN unless they suffer serious military 
defeats. 

But Solarz seems to believe that Peking, 
which backs the Khmer Rouge, may be 
more amenable to a UN solution because it 
will not want to live with the opprobrium of 
having restored the communist resistance 
faction to power. 

Asean may not be averse to Hun Sen's 
forces, as well as those of the Khmer Rouge, 
being disarmed under UN supervision but, 
in the short term, it is sticking with the quad- 
ripartite solution comprising Hun Sen and 
the three resistance factions. Asean does not 
want Solarz to push his idea involving the 
UN, at least not until this year's UN resolu- 
tion on Cambodia is debated and voted on 
in mid-November. 

But the non-communist factions may ac- 
cept such a proposal, if only to gain political 
points. Solarz has a good record of making 
proposals which become US Government 
policy. A recent case in point is the multilat- 
eral assistance initiative for the Philippines. 
And there is indeed a policy vacuum in 
Washington on Cambodia. LÀ 





RELATIONS 


Tokyo reminds China of Japan's stake in colony 





By Charles Smith in Tokyo 


Ithough Japan remains cautious 
A about criticising China in the wake of 
the 4 June Tiananmen Square mas- 
sacre, the government seems to be going 
out of its way to remind Peking of its 
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Japan’s high profile 


strong interest in the future of Hongkong. 

Japanese Foreign Ministry officials 
told the REVIEW that a visit to the British 
colony on 3-4 November by Foreign Minis- 
ter Taro Nakayama had been designed in 
part as an attempt to boost business con- 
fidence in the territory following the up- 
heavals in China. The ministry also claims 
to have argued strongly for Hongkong’s 
participation in the Ministerial Conference 
on Asia-Pacific Economic Cooperation, 
scheduled to be held in Canberra on 6-7 
November, 

Japan was overruled by Asean and by 
the host country Australia when the Hong- 
kong issue was discussed at a preparatory 
meeting of officials in early October. The 
Foreign Ministry said, however, that it still 
believes Hongkong should join the next ses- 
sion of the conference, which is likely to be 
hosted by an Asean member in late 1990. 
The issue of Hongkong participation should 
be treated separately from that of China and 
Taiwan, officials said, because Hongkong’s 
sovereignty is not in dispute and because 
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- the territory is already a full member of 
Gatt. 
-.  ' Japan's interest in Hongkong stems 
partly from the country's heavy involve- 
mentin the Hongkong economy — the terri- 
tory is the second-largest destination for Ja- 
panese investment in Asia and the fifth- 
largest market in the world for Japanese ex- 
ports. However, Foreign Ministry officials 
also appear to see Hongkong as a litmus test 
of China's willingness to normalise its 
domestic political situation and honour its 
international commitments following the 
June upheaval. 

Japan has consistently expressed its sup- 
port for the 1984 Sino-British joint declara- 
tion on Hongkong's future. Foreign Minis- 
try officials expected Nakayama to use his 3 
November meeting with Hongkong Gover- 
nor Sir David Wilson to stress that Japan still 
expects China to honour both the spirit and 
letter of the agreement. 

Japanese private investors appear to have 
adopted a wait-and-see attitude towards 
Hongkong immediately after Tiananmen. 


However, the past two months have seen a 
spate of announcements of new Japanese 
investment projects and an increase in loan 
commitments by Japanese banks. 
In late July, Daido Concrete announced 
KS 





IK$80 million (US$10.3 million) expan- 
sion of its pile-manufacturing plant in Taipo, 
located in Hongkong's New Territories, 
which the company said was "predicated on 
the assumption that there would be no 
major changes" in the territory's political 
situation after 1997. 


similar language in September in an- 
nouncing a plan to shift the com- 
pany's international headquarters to Hong- 
kong from Shizuoka, in western Japan. 
Yaohan says it sees China as a major invest- 
ment destination after the year 2000 and 
Hongkong as the best point from which to 
organise its advance into southem China. 
Other recent Japanese manufacturing in- 
vestments in Hongkong include projects an- 
nounced by NEC Corp. and Daiwa Steel. 


Y aohan Department Store Co. used 





CHINA 


Conservatives on top despite Deng's doubts 





mt Rohert Dolfs in Peking — rea. 


Y onservatives are expected to domi- 
nate a work conference which is 
under way in Peking to establish the 





us official line for the upcoming fifth plenary - 
meeting of the Chinese Communist Party 


(CCP) central committee. 

But major divisions remain, and the 
plenum will be an unusually important one 
— given the problems facing the leadership 
and the considerable opposition within the 
party to the hardline and anti-reform 


: policies promoted in the aftermath of the 


June crackdown. 

Paramount leader Deng Xiaoping ap- 
pears anxious to impose limits on the left- 
ward shift in China that otherwise ulti- 
mately could threaten even his own posi- 
tion. With Deng's backing, newly appointed 
politburo standing committee member Li 
Ruihuan has cautiously promoted a more 
moderate, centrist position and criticised 
some of the more extreme measures propos- 
ed by resurgent leftists and their elderly 
backers. 

Li's damage-control tactics have consid- 
erable support among ministerial-level and 
. provincial-level party leaders, especially 
those from the coastal provinces, who fear 
the economic and political consequences of 


x . à radical turnround on reform. This move 


may also be welcome to the new CCP Gen- 
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eral Secretary Jiang Zemin, who has been 


unable to act as much of a counter-balance to 


the resurgent conservatives. 
The plenum is expected to confirm offi- 
cially the results of the work conference, 


which will discuss the serious recent dam- 


age to China's international position, high- 
lighted by new tensions in Sino-British rela- 
tions over Hongkong and the severing of 
diplomatic relations with Grenada, Liberia 
and Belize after they established diplomatic 
ties with Taiwan. — 

The removal of hardline East German 








Jiang: ‘third generation manitesto.’ 
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japanes bank officials; in ‘Morgen tole. 
the REVIEW that they were uncertain how 
Japan could help finance the HK$60 billiow 
proposal, announced on 11 October in the 
governor's annual address to the colony's 
lawmaking Legislative Council, to build & 
new airport. But this mainly reflects doubts) 
about the Hongkong Government's owr 
thinking on whether to allow private: 
sector participation in some parts of the 
project. 

Japanese willingness to support Hong: 
kong infrastructure projects was under- 
scored in September when a consortium of 
banks, led by Industrial Bank of Japan, took 
up 60% of a HK$10.8 billion sydicated loan 
needed to finance a new container terminal. 

Japanese loan decisions involving Hong 
kong have been made independently of 
government guidance. But there seems little: 
doubt that both the Foreign Ministry and the: 
Ministry of Finance have cooperated duringj 
the past few months to spread the message: 
that the government wants business with. 
Hongkong to continue as usual. » 





party leader Erich Honecker in early Oc 
tober and the new and more conciliatory, 
policies of his replacement, Egon Krenz, 
also have deepened China's sense of isola: 
tion, even within the international com- 
munist movement. 

The work conference will decide on how. 
far to push the economic retrenchment 
policies; whether to carry out a thorough 
purge of liberal party members and how 
the case of former party general secretary 
Zhao Ziyang should be handled. A key 
question also will be whether Deng will re- 
tire from the chairmanships of the party and 
government central military commissions, 
and if so, who should replace him. 

Another important personnel issue is the 
selection of new politburo members. No re- 
placements were named when Zhao and 
Hu Qili were dismissed at the fourth 
plenum in June, while the death of Zhao's 
predecessor, Hu Yaobang, in April had 





created another vacancy, reducing the body 


to only 14. Although the size of the politburo 
is not fixed, there are normally 20 members 
and one or two alternates. 

The choice of candidates for these posts 
will have a significant long-term impact. 
At present, serious hardliners constitute a 
minority of only five within the politburo — 
Premier Li Peng, President Yang Shang- 
kun, planning chief Yao Yilin, Organisation 
Department head Song Ping, and Peking 
party chief Li Ximing. But three of these 
men (Li Peng, Yao and Song) now form 
a strong conservative bloc within the 
new six-member politburo standing com- 
mittee. 

Work conferences are used when the 
party faces particularly difficult issues. For 
example, the decisions adopted by the his- 
toric 1978 third central committee plenum 
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which endorsed Deng s badesdus id 

*witched the party's central focus from class 
*truggle to economic modernisation) actual- 
W were made at a preceding work confer- 
«nce, and Deng's closing speech at the work 
sonference served as the keynote address 
ior the plenum. 

A work conference is normally held 
ander higher conditions of secrecy than 
ther high-level official party meetings and 
»articipants are not limited to central com- 
mittee members. Under some circum- 
stances, this makes it possible to pack a 
work conference. 


nd current indications are that, de- 
spite efforts to impose limits on the 


leftward shift, the conservatives will | 


dominate the work conference and sub- 
sequent plenum. All party members are 
Row required to study Jiang’s National Day 
ipeech, which was by far the most ideologi- 
sally conservative general statement of na- 
&onal policy to appear in China in more than 
t decade (REVIEW, 12 Oct.). Jiang’s speech 
Was described by the People's Daily news- 
^aper as "the political manifesto of China's 
hird-generation leadership and action pro- 
gramme for guiding the whole party and 
people of the whole country.” 

One area where immediate change is 
dkely is in strengthening grassroots’ party 
committees in factories and social organs. 
Under the reforms, the power of the party 
committee had been gradually weakened as 


: dont" shifted to factory managers and di- 
rectors. This, according to Peking party chief 
Li, was the result of Zhao's efforts to "dilute 
and downgrade party leadership." 

Li's comments at an enlarged session of 
the Peking party committee in October con- 
firmed that scaling back autonomy at the 
factory level has become a key political ob- 
jective for conservatives at the upcoming 
central meetings. 

Party organisations in enterprises and 
institutions should participate in decisions 
concerning long-term development, pro- 
duction plans, technological upgrading and 
construction, Li said, and administrative 


Li: lecalié dewn iene. 


sanctions on China. 
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leadership should routinely submit pro- 
posals and plans on major decisions to the 
party committees. In universities and col- 
leges, neighbourhoods, district and rural 
organisation below the township-level, the 
party committee should not merely partici- 
pate in decision-making but should make all 
major decisions, he added. 

The focus of party VA id anos has 
shifted to “unifying thinking and under- 
standing,” which was the subject of an im- 
portant People’s Daily editorial on 21 Oc- 
tober. This is not mere party jargon but is 
further evidence of the serious divisions that 
remain within the party. 

Part of the significance of the current 


; party meetings is that all party members are 


in principle required to bring their thinking 
into line with a political decision once it has 
been taken and adopted by the central com- 

Strictly speaking, party members have 
the right to reserve opinion on policies and 
resolutions they disagree with and to raise 
their views with higher-level party organisa- 
tions — provided they continue to imple- 
ment those decisions and do not openly dis- 
agree with established policy in public. 

Any party member should spontane- 
ously maintain a high degree of unity with 
the central committee, the editorial said. “If 
he lays stress on reserving different views 
from the party on questions of major politi- 
cal principle, he can hardly be describedasa — . 
qualified party member.” À8 — 
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f “engaging in activities neous ah draft ie status, " but 
said they would be allowed to return to the BLDC if they abandon 
their hostile stance against: the Chinese Government and 
forts to negate the Sino-British joint de Jlaratioi 
Hongkong will be retumed to China in 1997. 











Szeto and Lee are indirectly elected members of t Tr 
ing Legislative Council, respe ively representing the teaching 
and legal professions. — | = 

The grounds for expelling! Szeto and Lee were laid out in a re- | 








port to the NPC standing Rer by BLDC chakman Hi Pengfei. 
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Szeto and Lee only: said they would "suspend" their work.. 
On 5 June, he: alliance 
j uncing the “fascist acts” of the C 
ernment and said it did not recogr 
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king. The announcement also called -on the People's Liberation, i & 





Army to. topple the. "Deng: Xie oping-Li Peng-Yang Shang 


fascist regime." In July, an article in the official People's Daly | 


branded the alliance as “counter-revolutionary” following the 5 
June declaration and because it had given money and help to 
rominent Chir ese dissidents i in exile. 

mber, Lee reversed his earlier position and de- 

he would return to the BLDC because “he had been urged 

by many Hongko ong people to do so" and he wanted to continue 

his efforts for Hong gkong. Szeto also said he would reconsider his 

position. Lee's decision to return. to the BLDC shocked and 

angered some local people, who could not understand the about- 
turn and questioned his judgment. — 
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REGIONAL AFFAIRS 


BRIEFING 


US eases some of its 

sanctions against China 

> Washington has quietly allowed 
Chinese military officers involved in a joint 
US-China military avionics development 
project to return to work at two sites, four 
months after the US imposed sanctions 
against Peking for its violent suppression of 
pro-democracy demonstrations. Project 
Peace Pearl, designed to upgrade the flight 
control systems of Chinese F8 fighter 
aircraft, was suspended by the US in June 
along with the sale of US$100 million in 
military equipment. A US military 
spokesman said that the decision to proceed 
with Chinese participation in the US$500 
million project was coordinated by 

the White House and key government 
departments in early October after it was 
determined that the Chinese military 
officers were needed. 


South Korea and Poland 
establish diplomatic ties 


> Seoul and Warsaw formally established 
diplomatic ties at ambassadorial level on 1 
November, making Poland the second 
Eastern bloc nation to have full links with 
South Korea after Hungary. Yugoslavia is 
also expected to follow suit shortly, 
diplomatic sources in the South Korean 
capital said. North Korea is expected to 
react angrily to the latest move. Pyongyang 
withdrew its ambassador and accused 
Hungary of betraying socialist solidarity 
after Budapest established diplomatic 
relations with Seoul in February. 


Fiji expels Indian ambassador 
on political meddling charges 
> India's ambassador to Fiji, Thettalil 
Sreenivasan, has been ordered to leave the 
country by 3 November after being accused 
of meddling in local politics. Sreenivasan 
had earlier said New Delhi was planning to 
replace him by mid-November with a 
chargé d'affaires. Orders for his departure 
follow a controversial speech he made after 
the recent firebombing of a number of 
Indian places of worship in Lautoka, Fiji's 
second-largest city. 


South Korea to increase 

order for submarines 

> South Korea is ordering three more 
submarines in addition to three ordered two 
years ago from West Germany's 
Howaldtswerke under a continuing 
programme to upgrade its naval strength, 
Defence Ministry officials said on 30 
October. It was unclear, however, whether 
the diesel-powered HDW 209 class subs 
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were being built in Kiel or assembled or 
co-produced in South Korea by Daewoo 
Shipbuilding. Worth Won 110 billion 
(US$165 million) each, delivery of the six 
submarines is expected over 1991-96. 


Bhutto defeats opposition 
no-confidence vote 


> Pakistan Prime Minister Benazir 
Bhutto's government retained power by 
defeating a no-confidence motion filed in 
the national assembly on 1 November — 
the first such vote in Pakistan's history. 
Opposition leader Ghulam Mustapha Jatoi 
mustered only 107 votes in the 237-member 
lower house of parliament, short of the 119 
needed to oust Bhutto’s 11-month-old 
Pakistan People’s Party government. 





Singapore refuses to extend 
foreign journalist's visa 

> The Singapore Government has refused 
an application for a two-month extension to 
AP-Dow Jones correspondent Simon 
Elegant's employment pass. Elegant, who 
applied for the extension in order to cover 
the period between his scheduled departure 
and the arrival of his replacement, said no 
reason was given. AP-Dow Jones is a joint 
venture between the Associated Press and 
Dow Jones. 


Court upholds Aquino 

ban on Marcos 

> Sticking to an earlier ruling it handed 
down when exiled former president 
Ferdinand Marcos was still alive, the 
Supreme Court has voted 8-7 to prevent his 
remains from being returned to the 
Philippines. The 27 October decision, 
which is likely to be the final say on the 
issue, bolstered President Corazon 
Aquino's contention that bringing the 
body back for burial could lead to 
instability. 
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China uses Nixon visit to 
accuse US of ‘interference’ 


P» Former US 
president Richard 
Nixon's visit to China 
was marked by an 
outburst from senior 
Chinese leader Deng 
Xiaoping against US 
"political interference" 
in China's internal 
affairs. During their Nixon. 

meeting on 31 

October, Deng accused Washington of 
being “deeply involved” in the pro- 
democracy movement, and called on the 
US to make the first move to restore ties 
between the two countries. On the same 
day, the White House accused the Chinese 
authorities of harassing US Embassy 





6 personnel and their families in Peking, 


citing incidents of Chinese police pointing 
guns at American children and cases of 
embassy staff cars being vandalised. 


Australian opposition 
strengthens lineup 

> With a critical federal election likely in 
Australia early next year, opposition leader 
Andrew Peacock moved to strengthen his 
front bench and present the image of a 
united Liberal Party by bringing back John 
Howard, the man he replaced as party 
leader in May. The still bitter Howard 
agreed to take over as spokesman on 
industry, technology and commerce, but 
only after Peacock forced the resignation 
from the front bench of Wilson Tuckey, 
who had helped mastermind Howard's 
replacement. Two important precursors to 
the federal poll are state elections in South 
Australia on 25 November and in 
Queensland on 2 December. 


Portugal to appeal 
Indonesian oil deal 


> The Portuguese Government says it will 
appeal to the International Court of Justice 
in The Hague over an agreement to be 
signed in December between Australia and 
Indonesia to explore offshore oil fields close 
to its former colony, the disputed territory 
of East Timor. Foreign Minister Joao de 
Deus Pinheiro told reporters that Lisbon 
intended to use all the legal means at its 
disposal to overturn an accord that "in our 
opinion violates international law." 
Meanwhile, Australia has become the first 
country recognising East Timor's integration 
with Indonesia to grant direct aid to the 
territory, apparently in an effort to justify 
sending its own aid workers to the 
territory. 
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The big story in international commercial 
aviation is the arrival of the widebody twin. 

Understandably, the standards for twin- 
engine long-range operations are stringent. 

In fact, it takes about 300,000 in-service flight 
hours to establish an engine's reliability for 
Extended Twin-engine Operations (ETOP). 

So far, only two high-4hrust turbofans 
have successfully passed the FAA and DGAC 
requirements for 120-minutes and 180-minutes 
of ETOP, GE's CF6-80A and CF6-80C2. 

We think that says a lot about the way we 
build aircraft engines. 

That they earned ETOP approval years 
before any other manufacturer's engines, says 
even more about the commercial value of the 
GE-powered widebody twins already in service. 

So don't be delayed by technical difficulties. 
Put a CF6-80C2 under each wing. With engines 
that are years ahead of our competition, you 


could land overseas years ahead of yours. 


GE Aircraft Engines 
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E pee the German hank that makes international 
iN. finance plain sai : WestLB. 
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An experienced of a state bank and mix of state-of-the- | And with a global 
wholesale bank, the leading role art technology and network stretching 
WestLB is your played by WestLB. personal creativity. from Düsseldorf to 
reliable partner for On this sound That's why WestLB New York and from 
international foundation, WestLB rightfully belongs Tokyo to London, 
finance. successfully at the top of your WestLB is perfectly 
combines classical shortlist — from positioned to set 
20 years of experi- products with inno- Corporate Finance your international 
ence in Corporate vative solutions, and Investment finance operations 





Finance, the solidity applying the right Banking to Treasury. on the right course. 
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Vew Radio Australia chief set to upgrade service 


Clearing the air 


sy Jacqueline Rees in Canberra 


he Australian Broadcasting Commis- 

i sion (ABC) has taken a big gamble 

with the appointment of serving 

australian Ambassador to Seoul Richard 

ronowski to head its overseas broadcasting 
ervice, Radio Australia. 

An internal review of the troubled over- 
eas service has found its transmission 
acilities grossly inadequate, its audience 
rvels declining, staff morale poor and pro- 
ramme planning and scheduling in need of 
According to Victorian branch president 
f the Australian Journalists Association, 
fichael Sutherland, "it is hard to understate 
1e degree of imism and despair at 
.adio Australia.” Bronowski's first task 
yhen he takes up his new post in 1990 will 
e to "give Radio Australia confidence that 

is going somewhere and not just to the 
Jepartment of Foreign Affairs.” 

While the submission by the Foreign Af- 
ürs Department to the Radio Australia 
2view clearly enunciated the need for Radio 
\ustralia’s editorial and operational inde- 
endence, there has always been a feeling 
iat individual Australian diplomats some- 
mes found the concept of absolute inde- 
endence difficult to comprehend. 

The department submitted: "We see it as 
andamental to Radio Australia's reputation 
rat the government be able to assert to the 
overnments of neighbouring countries that 
adio Australia is beyond the editorial or 
rogramming control of the Australian Gov- 
rnment. In the end, Radio Australia's inde- 
endence, along with a record for accuracy, 
as been the source of its authority and, we 
idge, a major reason for its large audience. 
lational interest, apart from liberal princi- 
les, suggests that we should not interfere 
ith that.” 

Allegations that Radio Australia has had 
n adverse impact upon Australia’s bilateral 
‘lations with other governments — In- 
onesia, Fiji and Vanuatu, for example — 
ave been vehement at times. 

The internal review, conducted by ABC 
ssistant management director Stuart Revill 
fter the release of an options paper by then 
ymmunications minister Gareth Evans, 
aggested that the ABC divest itself of Radio 
ustralia, determined that the immediate 
npact of Radio Australia broadcasts on bila- 
‘ral relations was not the overseas broad- 
ister's concern. The first duty of Radio 
ustralia was to bring its audience accurate 
nd reliable information. 
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Quoting Robin Jeffrey of La Trobe Uni- 
versity, the review noted: "If, as I have 
heard Foreign Affairs officers e, the 
naiveté of Radio Australia jo e 
harms Australia's relations with its neigh- 
bours, the answer lies in having experienced 
personnel who ensure the stories are right. 
It is not a question of pleasing the neigh- 
bours; rather, it is one of sober presentation 
and painstaking accuracy. 

"Mark Tully [of the BBC] was expelled 
from India during Mrs [then prime minister 
Indira] Gandhi's [mid-1970s] ‘emergency,’ 
but his expulsion raised the estimation of 
the BBC and the United Kingdom in the 
eyes of most politically aware Indians. 
Tully’s reports had been well informed 
and accurate. Giving offence to particular 
regimes at particular times may benefit 
Australia in the longer term. Regimes — 
as Mrs Gandhi's ‘emergency’ 
demonstrated — do not last 
forever.” 

The questions of profes- 
sionalism in broadcasting 
will be a further test for 
the new director of Radio 
Australia, who does not 
have experience in the field. 
The internal review con- 
cluded that Radio Australia 
staff were “fully cognisant 
of the sensitivities of their 
role and had generally acted 
responsibly in performing 
it." 

The organisation was 
found to be vulnerable in 
several areas, not least be- 
cause of its dependence on 
newsagency stories. Because 
of its reliance on news reports and other 
information from newsagencies rather 
than from its own journalists — most 
notably from areas such as the South 
Pacific, where newsagencies tended to be 
poorly represented — “there have been 
la " 


t 


P'Radio Australia was seen as playing a 
pivotal role in the South Pacific, particularly 
because many of its island states had only 
small indigenous media without the capa- 
city to provide comprehensive coverage of 
international and regional development. 
The service, which for historical reasons had 
looked more to Asia, was criticised for fail- 
ing to cater for the way in which "Pacific 
audiences differ considerably in tastes, 
outlooks and interests from Asian audi- 
ences." 
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Evans: review. 


Other criticisms levelled through the re- 
port included charges that Radio Australia 
programming was overly light and some- 
times "avuncular" in tone, leading to a re- 
commendation that management “under- 
take a review of Australian feature material 
with a view to ensuring that broadcasts 
about Australian life and culture are wide- 
ranging, of intrinsic listener interest and at 
an appropriate level of sophistication." 
The service currently broadcasts 49 hours 
of material in nine languages a day. There is 
a 24-hour-a-day English-language service, 
eight hours in Indonesian, six-and-a-half 
in Mandarin, two in Tok Pisin (spoken 
throughout Papua New Guinea) and one in 
simple Pacific English, two in Japanese and 
French, one-and-a-half in Cantonese and 
one in Thai and Vietnamese. 
The internal review found Radio Austra- 
lia’s Japanese service a glaring example of 
the broadcaster's inability to keep up with 
the times. Whereas Radio Australia had 
often been voted Japan’s most popular inter- 
national shortwave broadcaster in the past, 
its percentage of listeners had dropped from 
0.3% to 0.1% from 1983 to 1988. 
According to Australian missions in the 
region, Radio Australia remained a prime 
source of information in In- 

ï donesia, Burma, Laos, Ma- 
laysia and Vietnam, with 
the reach to the South Pacific 
mainly through replays on 
local AM radio stations. The 
service was considered su- 
perior to those of the BBC 
or Voice of America (VOA), 
which tended to overlook 
the region. As with Japan, 
poor transmission limited 
audiences, and there was a 
need for the service to prom- 
ote itself. 

In August, the ABC and 
Radio Australia increased 
their own lobbying efforts for 
funds from the Australian 
Government to build their 
first offshore transmitter, 

favouring Thailand, which would give them 
strong enough signals to broadcast clearly 
into North Asia. The man with the 
strings, Finance Minister Peter Walsh, a hos- 
tile critic of the ABC, remained unmoved. 

Radio Australia's site at Shepparton, in 
the far south of the continent, was chosen in 
1939 as a war-time security measure. Its rot- 
ten, termite-infested 2,400 wooden-poles 
support antennae that transmit 63% of 
Radio Australia's broadcasts. Smaller trans- 
mitters are at Darwin and Carnavon in the 
north and west. 

The committee found that the BBC World 
Service had spent some A$120 million over 
the past five years upgrading its facilities 
and VOA A$490 million, while less than A$3 
million has been allocated to Radio Austra- 
lia’s transmission facilities since 1984. s 
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THE 5TH COLUMN 


Development or democracy? 


wik Kian Gie, a prominent econ- 
omist, business executive, and In- 
donesian Democracy Party politi- 
cian, argued recently in the lead- 
ing Jakarta newsweekly Tempo that the lib- 
erty of economic deregulation creates pros- 
perity and a climate of freedom that inevita- 
bly leads to demands for political liberty and 
democratic participation. 

Others, in Indonesia and elsewhere, see 
the relationship differently — arguing that 
economic development produces demands 
that are difficult to contain in a representa- 
tive democratic framework. Stability thus 
must take priority over participation. This is 
also the view of conservative Western ana- 
lysts, best represented by Harvard's Samuel 
Huntington. 

There is one aspect of the issue about 
which it is possible to talk in relatively 
concrete terms. That is the connec- 
tion between the influential position 
of President Suharto's professional 
economist advisers, the so-called 
technocrats, and the political charac- 
teristics of the New Order govern- 
ment he has led since 1966. I am 
impressed by the developmental 
successes of the past two decades; 
the influence of the economists, 
whose policies are largely res- 
ponsible for those successes, and 
the extent to which that influence 
appears to be dependent on a rela- 
tively non-participatory political sys- 
tem. 

The economists' strength derives 
directly from the trust placed in them 
by Suharto. The president in turn ap- 
pears to have very wide latitude in 
his economic policy decisions. The 
basic reason why he enjoys such latitude is 
that he has the support of the armed forces 
— the most important political organisation 
in Indonesia — and that the armed forces 
stay away from economic policy. Suharto is 
also supported by the civilian bureaucracy 
and by many groups in society, such as 
urban business people and land-owning 
farmers. 

It is difficult to be certain how a more 
open political decision-making process 
would affect the influence of the 
economists, because there has been little 
participation for more than two decades. 
But I read the political history of Indonesia 
between 1950 and 1965 as a cautionary tale 
with two lessons. The period — during 
which Indonesia was ruled by the late presi- 
dent Sukarno — displayed a modern na- 
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tional political culture containing strong 
anti-foreign, anti-capitalist and pro-state ele- 
ments that, if revived in their earlier form, 
could be turned against the economists. It 
also revealed a pattern of social division 
comprising so many distinctive groups that 
policy stalemate becomes a real possibility in 
an open, participatory political system. 

Anti-foreign, anti-capitalist, and pro- 
state attitudes in Indonesia stem directly 
from the pre-World War II nationalist move- 
ment and the 1945-49 revolution for inde- 
pendence from the Dutch. They are deeply 
rooted in the mentality of 19th- and 20th- 
century Dutch colonial rule and in still ear- 
lier Javanese beliefs in an absolute state with 
an absolute monarch at its head. | 

The political history of pre-1965 indepen- 
dent Indonesia is a chronicle of mounting 
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Suharto: strong presidential system. 


conflict among powerful social forces, many 
of which were opposed to the kinds of 
policies favoured by today’s economists. In 
the late 1950s, regional discontent, much of 
it based on beliefs that economic policymak- 
ing and the distribution of benefits were 
overly centralised, erupted in anti-Jakarta 
and anti-Java rebellions, some of which had 
separatist undertones. The “guided demo- 
cracy” of Sukarno was a period of polarised 
confrontation between the communist party 
and all other political forces, a deadlock that 
was broken only by the October 1965 coup 
attempt and its aftermath. 

This history does not, however, lead me 
to the conclusion that more or broader par- 
ticipation is necessarily incompatible with 
successful economic development. But it 
does serve as a reminder of the importance 
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of locating statements such as Kwik’s, disti 
led from the actually very complex exper 
ences of other societies, in the specific cor 
text of Indonesian conditions. In that cor 
text, it would seem that, given the 1950-6 
experience, greater political participation # 
likely to lead not to more or faster growtt 
but to more opposition to the economists 
policies and thus less growth. 

However, I believe a new drive towardl 
greater participation can be started while the 
old drive towards prosperity continues 
though the steps taken must be indirect an 
progress will be slow. The barriers describe« 
above may no longer be as high as they wem 
before 1965. Attitudes of excessive relianc 
on the state and hostility towards capitalisr 
and foreigners may have been softened b 
20 years of capitalist success. 

Also, it is by no means clear tha 
cultural hostility towards capitalisr 
and foreigners automatically trans 
lates into anti-capitalist and anti-fos 
eign economic policies. In his recen: 
ly published autobiography, Suhart 
is simultaneously wary of foreigner 
and capitalism and supportive « 
“economic rationality” as the bes 
means to develop the Indonesia 
economy. 


n the issue of conflis 

among social forces, yeste! 

day's pattern of polari: 

ed confrontation may b 

€ much attenuated today. It is hard t 

imagine a revival of communism i 

Indonesia in the foreseeable futur 

and surely it is clear to all concerne 

that an Islamic state is also unaccept: 

ble. More debatably, a new and pow 

erful central political tendency, based o! 

Javanese syncretic values but accommoda 

tive of Islamic and regional interests, seem 

to me to have emerged over the past tw: 
decades. 

From the reassessment of the impact c 
cultural hostility and polarised conflict, 
conclude not that these obstacles to a regim 
of growth with participation no longer exis! 
only that they are no longer insuperable 
Overcoming them, and overcoming ol 
fears based on their previous capacity to di: 
rupt the political system and the policy prc 
cess, is still a monumental task. 

A number of other characteristics of th 
Indonesian economy, society and politics c 
the end of the 1980s appear to favour a mov 
towards more participatory politics. One fre 
quently commented upon is the goverr 


9 NOVEMBER 198 





ment's growing dependence on domesti- 
ally raised taxes, and thus on taxpayer ap- 
»roval of government policies and ways of 
rriving at those policies. Another is the rela- 
lively wide distribution of the benefits of 
conomic growth throughout the country, 
which gives many social groups resources 
with which to be politically active. The 
zrowth in prosperity may also make groups 
nore cautious and less willing to consider 
adical change than was once true. 

A third factor is the recently tightened 
»ut still real openness of Indonesian society 
Ə the outside world which provides addi- 
ional resources to groups favouring more 
sarticipation, such as the many non-gov- 
rnmental organisations active in develop- 
nent at the local level. A fourth, is higher 
»vels of literacy, education and communica- 
ion. A fifth is the renewed public interest in 
lemocratisation, as reflected in seminars 
ind conferences. 

A sixth and final characteristic favouring 
zeater participation is the strong presiden- 
ial system, established at the end of the 
950s by Sukarno and since developed 
vithin the framework of the 1945 Constitu- 
ion by Suharto. This point deserves em- 
hasis: the creation of a strong presidency 
nay reflect the emergence of the kind of au- 
horitative institution that Huntington be- 
leves is a prerequisite of democratic politics, 
he political order that he argues must pre- 
ede greater liberty. 

Huntington's position is supported by 
he political scientist Robert Dahl, who 
vrote that many democratic theorists mis- 
akenly emphasise "the exclusive legitimacy 
f the elected assembly as the supreme rep- 
esentative of the people's will." Particularly 
n societies with marked subcultural cleav- 
ges like Indonesia, "the executive must 
iave authority that in a realistic sense is 
yond the capacities of transitory ma- 
»rities in parliament to curtail.” 

An important implication of this argu- 
nent is that establishing a more participat- 
rry political system in Indonesia in the 1990s 
loes not mean a return to the unstable and 
npotent parliament-dominated govern- 
ent of the 1950s, a prospect that justifiably 
ightens many Indonesians. It requires in- 
tead a much smaller shift towards greater 
alance between the executive and legisla- 
ve institutions, or put somewhat dif- 
rently, between government and civil so- 
iety. The foundation for that balance, a 
trongly institutionalised presidency, al- 
eady exists and must be maintained. 

Three current developments seem most 
romising: the shift of political activity away 
'om parliament and towards direct interac- 
on between government and organisations 
epresentative of important social groups; 
1e strengthening of the rule of law, and de- 
entralisation of government policymaking 
'om Jakarta to the provinces and districts. 

Under the New Order, parliament has 
ecome primarily a legitimising institution. 
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Paradoxical though it sounds, Indonesia's 
largest non-governmental organisation, the 
traditional Javanese Islamic association 
Nahdlatul Ulama, took an important step to- 
wards greater participation in 1984 by with- 
drawing from partisan politics to pursue its 
interests more directly through negotiations 
with national and local government agen- 
cies. Many other associations also prefer this 
route, so that in any given issue area there is 
usually a dense network of participation. 

As a political issue, the rule of law is typi- 
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Suharto and Sukarno in 1965: polarisation legacy. 
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cally associated with human-rights activism, 
but in Indonesia today its most influential 
proponents are in the business community 
and in the government itself. Discussion of 
the need for land reform at a recent 
economists' forum was illustrative. The par- 
ticipants meant by land reform not redis- 
tribution, but rather action to improve title 
security in a country where ownership of 
land is often obscure or in dispute and the 
court system very weak. This issue unites 
foreign and domestic businessmen, who 
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Establishing a more 
participatory political system in 
Indonesia in the 1990s does not 

mean a return to the unstable 
and impotent parliament- 
dominated government of the 
1950s. 
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need clear title to the real estate their of- 
fices and factories occupy, government 
economists, who encourage business 
growth, and even small landowners, who 
have nowhere to turn when their property is 
arbitrarily seized. 

Finally, decentralisation also appears to 
be a policy reform whose time has come. 
Both administrative and political decentrali- 
sation are obviously appropriate for an ar- 
chipelago of the size, spread and diversity of 
Indonesia. Unfortunately, the idea has had 
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an unhappy local history, having been first 
attempted by the Dutch in the late 1940s. In 
the 1950s and 1960s decentralisation was 
joined in the minds of many Indonesian 
nationalists with regional rebellion, sep- 
aratism and religious extremism. 

The New Order responded to this his- 
tory with across-the-board centralisation of 
policies which have been designed at the top 
and implemented, to the best of Jakarta's 
ability, uniformly throughout the country. 
As a result, much grumbling is heard in the 
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regions about central insensitivity to local 
conditions. There has been little overt oppo- 
sition, however, because the policies had 
been accompanied by ever-larger grants and 
subsidies to provincial and lower-level gov- 
ernments. However, since 1982, when the 
oil price began to decline, there has been less 
largesse to distribute. Subsidies to local gov- 
emments have remained a high national 
budget priority, but the centre has increas- 
ingly been forced to devolve both revenue- 
raising and policymaking authority to the re- 
gions. 

Today's coalition for decentralisation 
thus includes regional officials and élites, 
who have long desired more power over 
local affairs, plus the central government's 
economists and other officials who want de- 
velopments to continue and recognise the 
need to spread the revenue burden as 
widely as possible. Most of the members of 
this coalition, like those who favour the rule 
of law, have no particular interest in demo- 
cratisation. But the devolution of authority, 
especially to areas where there are elected 
legislatures, creates new opportunities for 
participation by locally powerful groups. 

In Indonesia, local experimentation with 
greater participation may or may not spread 
across the country, and may or may not turn 
out to be a back-door entrance to greater na- 
tional-level participation. But surely it is not 
too optimistic to believe that most of the ele- 
ments, including perhaps the revenue im- 
perative as catalyst, are already in the cruci- 
ble. © 


R. William Liddle a longtime scholar of 
Indonesian politics, teaches at the Ohio State 
University. 
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By James Clad in New (Delhi 


s campaigning ng for the 22-26 Novem- 
ber national elections begins in ear- 
nest, India’s radio and television sys- 
tem has never been more influential — nor 
more vilified. Critics alleging blatant pro- 
government bias by the state-owned broad- 
casting system routinely compare its pro- 
grammes to pre-perestroika Soviet report- 


age, or sometimes to such networks as 
Radio Television Malaysia, but an. exact 


parallel is hard to find. 

All-India Radio and the television net- 
^ work Doordarshan. often show an obvious 
.. editorial slant on a weekly, even nightly 





; . basis. Oddly, broadcasting staff say that the 
bias is erratic and does not necessarily corre- 


late to heightened electoral anxiety within 
the government. Radio and Doordarshan 
.. current affairs programmes sometimes give 
< the national opposition parties an approxi- 


zi ` mately reasonable hearing, but more fre- 
.. quently they heavily emphasise the ruling 


... Congress party's achievements and give 
prominence to its politicians. 

Both radio and television have been in 
the hands of the government since India 
.. gained independence: last year's budget for 
~. Doordarshan, for example, absorbed Rs 4.34 
billion (US$261 million). There are over 350 
-— transmitters and 18 separate television pro- 
—' duction stations throughout the country, 


2 . broadcasting a mix of English, Hindi and 
- . Other vernacular programmes. Radio and 
¿7o television staff are government employees, 


-.. belonging to a directorate-general within the 
- .. Ministry of Information and Broadcasting. 

| In the past, much of their task has 

- been heavily slanted towards "development 
news" and instructional programmes c of the 
type favoured by 1970s advocates for a “new 
international information order" in the de- 
veloping world. This view of broadcasting 
placed less emphasis upon entertainment. 

Although in recent years entertainment 
has made inroads, the village-audience slant 
is still prevalent in both radio and television. 
Doordarshan estimated last year that there 
were some 13.3 million TV sets in the coun- 
try, advertisers believe there are another 7- 
10 million sets. Last year, local manufactur- 
ers produced 1.3 million colour sets and 
close to 4 million black-and-white sets. The 
government claims that 75% of all citizens 


. . now have access to a TV set, which is obvi- 
—.- ously quite a different matter from indi- 
-^ vidual ownership. The common image is of 
-; a group of 30-40 villagers sitting enraptured 

: around a communal receiver. The truth is 
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that most TV sets are owned — and watched 
by — far fewer people, especially among 
India's growing middleclass. ^ 
Nonetheless, radio and television touch 
more Indians, more intimately, than even 
the country’s prolific press which, the last 





time. the. Press Institute of: India counted, 


exceeded 2,500 separate newspapers. and 


weekly or. monthly periodicals. But more 
than one in every three Indians is illiterate; 


hence the view that political power lies in 
broadcasting. About a year ago, the inde- 
pendent-minded director-general of Door- 
darshan, Bhaskar Ghose, was. abruptly 
transferred. At about the same time, Jai 
Chandiram, the head of the New Delhi 
Doordarshan station also lost her job. Since 
then television’s editorial control has in- 
creasingly rested with media advisers in the 
Prime Minister’s Office. 








Doordarshan broadcasters privately sa¥ 
that while the prime minister's advisers cons 
trol the medium, they do not realise the ims 
portance of credibility. Minister of State fos 
Information and Broadcasting K. K. Tiwari 
has scant regard for this concern, saying i 
one notable aside that “credibility is only fo 
the scotch drinkers,” a reference to the nui 
merically small middle classes. 

Doordarshan reporters say that persis: 
tent, gushing treatment of the prime minis 
ter and his party reduces the effectivenesy 
of television. To cite one example, Doordar: 
shan's newsreaders repeated Gandhi's ex: 
tended introduction of several parliamentry 
bills almost word for word, despite the fac 
that he was speaking to a parliament empt* 
of all but a few non-Congress MPs. Ir 
another example, Doordarshan so insis: 
tently urged Indians to ignore an opposi 
tion-instigated national strike in August thae 
the event was probably magnified beyonc: 
its true significance. 

In the run up to the general election, one 
thing seems clear: the government believes 
its electoral message is well served by aw 
even wider reach by Doordarshan. In the 
coming weeks the Congress intends 1 tc is 
distribute at least another 100, 000 TV sets. 
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Right of abode package may be ready by year's end 


The safety net 


By Emily Lau in Hongkong 

) tants, computer programmers and 

journalists, as well as some civil ser- 

vants, are most likely to benefit from a long- 
awaited British nationality package for 
Hongkong residents seeking . a safety net 
should things go sour in the territory: after it 
returns to Chinese sovereignty in mid-1997. 
British Prime Minister Margaret Thatcher 
said in Kuala Lumpur on 24 October that the 
package would be announced at the end of 
the year. 

But Thatcher's announcement has now 
been put into doubt with a cabinet reshuffle 
sparked off by the resignation of Chancellor 
of the Exchequer Nigel Lawson on 26 Oc- 
tober. John Major, who was only appointed 
foreign secretary in July, was moved to re- 
place Lawson, and Home Secretary Douglas 
Hurd was made foreign secretary. Obser- 
vers said these moves could mean a delay in 
announcing the nationality package for 
Hongkong as Hurd may want to assess the 
situation afresh. | 

In late October, the British Goverriment 
sent a team to Hongkong to talk to local gov- 
ernment officials, businessmen. and profes- 


octors, nurses, paramedics, accoun- 
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sionals to assess how many key people ii 
which walks of life should be given right o 
abode in Britain in order to stem the Britis} 
colony's worsening brain drain. The Hong 
kong Government is working with Londoi 
to devise criteria for allocating the right o 
abode to a very limited number of peopl 
here. 

Sources in Hongkong and London con 
firmed that the British Government wouk 
probably grant right of abode in Britain & 
about 150,000 Hongkong people, but only ti 
those who are already British nationals b' 
birth or naturalisation. There are about 3.: 
million such British nationals in the territor 
and another 1.7 million certificate of identit 
holders who have lived here long enough ~ 
usually five years — to qualify for naturalisa 
tion. 

A Hongkong Government official, wh 
requested anonymity, said it was not clea 
whether London would grant such peopl 
full British national status and passports o 
just give them the right of abode in Britain 
However, he said several criteria have beet 
laid down in deciding who will qualify fo 
the package, whatever form it finally takes 
One is that no more than half of the tote 
should be civil servants. The official said thi 
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Thinking of nothing but competive figures and hard business, 


you go to Frankfurt, make your best buys of the year, and 
come back whistling with a head full of ideas and achieve- 


ment. That's HEIMTEXTIL. 


Frankfurt, lOth - 13th January 1990. 
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was important because the public must be 
shown that the package was not designed to 
benefit only the civil service. 

The government estimates that about 
four passports will be needed for each fam- 
ily qualifying, so the proposed 150,000 
people to be granted right of abode would 
only comprise about 37,500 families. At pre- 
sent, there are about 180,000 civil servants, 
hence only a small percentage of them 
would benefit from the programme. 

Another criterion is that the programme 
should not be too divisive, the official said. 
To help achieve that goal, beneficiaries will 
be selected in accordance with the “wastage 
rate," or number of people already emigrat- 
ing, from their professions. This will apply 
to the civil service as well as to the private 
sector. 

The official said professions most af- 
fected by the territory's current "brain 
drain" include edics and nurses, who 
are sought worldwide. Many doctors are 
also emigrating, as are financiers and en- 
trepreneurs. Professionals in the computer 
and accounting industries are also near the 
top of the list, he said. 


of a job would make a person vulner- 

able to political persecution, the offi- 
cial said. Such jobs might include the police, 
especially those in sensitive positions. This 
would be in addition to those who work for 
the Royal Hongkong Police Force's Special 
Branch, which is to be disbanded in 1992. 
Special Branch officers have already been of- 
fered compensation and full British passports. 

Other civil servants in sensitive posts in- 
clude some administrative officers. There 
are about 400 such senior civil servants, but 
the official stressed that not all of them will 
be eligible under the programme. The sec- 
retaries of those who do qualify, however, 
will also benefit from the programme be- 
cause of their access to highly sensitive infor- 
mation, the official said. 

Some journalists might also benefit from 
the scheme, the official said, because of the 
often sensitive nature of their work and their 
vulnerability to political persecution. By the 
same token, some political activists might 
also qualify. In July, the British House of 
Commons' Foreign Affairs Committee on 
Hongkong recommended that people “who 
might find themselves after 1997 at risk of 
unlawful arrest or political persecution be- 
cause of their actions . . . must be given im- 
mediate asylum by Britain." 

Even if the British Government can stick 
to the pre-cabinet shuffle timetable of an- 
nouncing the package in December, the 
official warned that parliament would prob- 
ably need another year to get the necessary 
legislation in place. He added that no matter 
what form the package takes, it will proba- 
bly be unacceptable to the Hongkong 
people. His job was to make the best of a 
raw deal, he said. a 


N nother criterion is whether the nature 
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Violent student factions cripple universities 


Campus ch 


By S. Kamaluddin in Dhaka 


un battles, bombings and killings of 

members of rival student political 

factions have become almost a 
routine affair in the universities of Ban- 
gladesh. But while campus violence is not 
new at Dhaka University — the cradle of the 
country's democratic struggle against suc- 
cessive authoritarian governments — the di- 
mension of the problem has altered drasti- 
cally since the emergence of Bangladesh as 
an independent country in 1971. And the 
ambivalence of both the authorities and the 
major opposition leaders towards the issue 
has meant no real effort has been made to 
curb the violence. 

Dhaka University and other major seats 
of learning, such as the universities of Raj- 
shahi, Chittagong and Mymensingh, share 
the same problems. As a result of continuing 
violence, students are being forced to com- 
plete their three- and four-year courses in six 


~e m 


University of hard knocks. 


to eight years, at considerable cost to the na- 
tion, their parents and in the loss of lives and 
injuries suffered by innocent victims. 

President H. M. Ershad appears well 
aware of the situation, having said in Oc- 
tober last year: "The son who was sent to the 
university for building a career is returning 
home as a dead body. What a shock to the 
parents who sold their land or livestock for 
financing the son's education." But nothing 
has been done by his administration to pre- 
vent the violence. 

The problem has its roots in the nation's 
birth, when many politically active people 
retained arms following the war of liberation 
with Pakistan. Events on the campus ini- 
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tially took a deadly turn in 1974 when sevex 
students were killed in a fire started by thei 
rivals within the same student organisatiorw 
Despite national outrage, campus violence 
has continued. A total of 116 students wer 

killed on the campuses from 1972-87 ix 
dashes between rival groups. About 31 

student riots took place during this periodi 
injuring thousands and leaving many crip: 
pled for life. Some 219 rooms in 11 studeni 
dormitories and 12 houses and shops, were 
burned in clashes between rival students. 

The student groups include both organi 
sations affiliated to the nation's major politi 
cal parties and other independent move 
ments. Last year was relatively less violenti 
perhaps because of decreased political acti 
vity in the country. In the past six months 
however, at least a dozen student activist 
have been killed in violent incidents 
Clashes between the Chatra Shibir, studers 
front organisation of the orthodox Jamaat-e 
Islami and the Bangladesh National Party’. 
(BNP) student body Chatra Dal, are becom 
ing increasingly menacing. 

In late September, police raided Dhak; 
University dormitories, seizing large quan 
tities of modern weapons and arresting 3 
Chatra Dal supporters. The university vice 
chancellor issued a statement holding th« 
BNP and its leader Khaleda Zia responsibk 
for campus casualties and accused some 
university teachers of being involved in the 
violence, allegations which were denied by 
both the BNP and the teachers. 

The student body of the rival Awam 
League opposition group received simila) 
treatment in early October when police ar 
rested 29 supporters of the Chatra League 
and confiscated “large” quantities o 
arms.” Awami League chief Sheikh Hasine 
insisted that the campus should be made 
violence-free by ensuring that no weapons 
could slip into the area. A university teache: 
told the REVIEW that the October actior 
had seemingly restored the balance o 
forces within the campus, but also hac 
provided rival students with a commor 
cause. 

Dhaka's major English-language news 
paper, the Bangladesh Observer commentec 
that the police raid was "only the tip of th« 
iceberg . . . much of the arms have beer 
moved elsewhere or are lying in othe 
halls." 

In the last Dhaka University Central Stu 
dents Union election, which took place ir 
February 1988, practically all student organi 
sations raised a common slogan: "We wan 
a campus free from violence." That the uni 
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versity could not hold classes for 120 out of 
750 working days in the second half of 1987 
^ad prompted the student bodies to raise 
this slogan on behalf of the nearly 95% of 
tudents who are not actively involved in 
»olitics and are the victims. 

The violence represents a sorry degener- 
ation of original student political activity. 
student bodies played a vanguard role in 
the 1950-60s in helping to evolve democratic 
values and give definite shape to national 
struggles. Now analysts say the student 
groups have become mere appendages 
X their parent parties and the tools to 
orchestrate these parties’ political man- 
yeuvres. 

A former student leader and currently a 
ventral figure of the pro-Moscow Com- 
nunist Party of Bangladesh, Abdul Qayum 
Kukul, said the students’ role in national 
»olitics began to decline as political parties 
secame active after the liberation. Instead, 
the students became increasingly involved 
n party politics, so they too suffered when 
there was a crisis in national politics. 

While it was the students who fired the 
irst shots against the military regime in 
arly 1983 by forcing the government to 
postpone the implementation of a new edu- 
vation policy, they were conspicuously 
absent from the 10 November 1987 Dhaka 
siege movement launched by the opposition 
during one of its rare displays of unity. A 
senior university teacher told the REVIEW: “I 
»elieve they [the students] are no longer 
capable of playing a decisive role in national 
politics, let alone shaping it their way." He 
cited their lack of unity, absence of idealism, 
ncreased individualism and opportunism 
as reasons for the changing scenario. 

But no one appears to have thought 
Jeeply about the long-term implications of 
the worsening campus violence. S. M. Ali, 
who joined the Bangladesh Observer as its 
ditor two months’ ago following nearly 
tree decades abroad, caused an uproar re- 
xntly when he tried to discuss the issue in 
the newspaper. He wrote: "To outsiders, it 
s far from clear if opposition leaders of na- 
ional stature appreciate that the situation 
las gone out of control. What they regard as 
heir power base is, in effect, an extremely 
volatile, explosive situation which they are 
inable to handle. Yet in most of their 
speeches, the leaders of both the Awami 
.eague and the BNP continue to call upon 
heir student followers to help in toppling 
he present regime. But they seldom say 
10w this should be done. Student activists 
ake these calls as signals for the continuance 
X their present struggle, whatever it may 
"e, not a plea to discard violence or go back 
o classes." 

Unless the government and top opposi- 
ion leaders discuss this dangerous situation 
ind come to an understanding to protect the 
iation’s future, political convulsions and 
nindless violence will continue to bedevil 
his hapless country. a 
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PACIFIC 


Polynesians weigh up the French connection 


On the beach 


By Sarah Walls in Tahiti 


conomic stagnation in French Poly- 

nesia has resulted in Paris facing in- 

creased local demands for it to ex- 
plain the costs and benefits of its nuclear 
testing programme at Moruroa Atoll. At the 
same time, the linkage with France is under 
scrutiny because of fears that the opening of 
the EC's internal frontiers in 1992 could 
open Polynesia to an uncontrolled influx of 
outsiders. 

In 1966, when France began testing in a 
remote coral atoll 1,200 km southeast of 
Tahiti, the late French president Charles de 
Gaulle painted a shining picture of the ter- 
ritory's future. “A mighty rise in tourism, 
communications, marine research, exploita- 
tion of the sea and sport is your lot and des- 
tiny,” he told anxious Polynesian represen- 
tatives. 

The reality has proved starkly different 
for the population of 192,000. Today French 
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Strikers simmer in the sun. 


Polynesia is utterly dependent on the bomb. 
French civil and military spending — Ffr 
5,706 million (US$919 million) last year — 
makes up nearly half its GDP. Apart from 
highly prized black pearls and fish, the terri- 
tory produces little. Its tourist industry has 
lon ted, its trade deficit is massive 
and it imports 8576 of its food. The diminish- 
ing economic activity generated by the 
bomb no longer meets the territory's needs, 
and the majority of the 3,000 young people 
who arrive on the labour market each year 
have little hope of finding work. 

In October 1987, simmering discontent 
erupted. When the armed forces were sent 
in to deal with striking dockworkers and 
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other strikers expelled from  Moruroa, 
young Polynesians went on the rampage, 
burning and looting shops. 

Fear of another such explosion and the 
glaring need for an economic overhaul 
have brought French testing under un- 
precedented scrutiny. Last month, French 
Polynesian representatives and community 
leaders were allowed for the first time, on 
French Prime Minister Michel Rocard's or- 
ders, to question senior civil and military of- 
ficials on the testing centre's operations. 

Polynesia's leaders want more informa- 
tion on testing and a better deal, but the 
ramifications of the dispute could be far 
wider, involving how long France continues 
to test in the Pacific; what sort of relationship 
French Polynesia has with the post-1992 EC, 
and whether the territory, which has a solid 
Polynesian majority, eventually becomes in- 
dependent. 

Although one political party — the anti- 
nuclear, pro-independence Polynesian Lib- 
eration Front (PLF) — condemned the exer- 
cise as “a masquerade,” it was an historic 
moment. Both supporters and opponents of 
testing voiced concerns: there were de- 
mands for a health-impact study of the 
population, for an end to wage discrimina- 
tion against locally hired workers at Moru- 
roa, and for the centre to buy more locally. 
Calls were also repeated for a referendum 
on the tests. 

Ironically, the PLF, which refused to par- 
ticipate, was partly responsible for trigger- 
ing the talks. When the territorial assembly 
discovered in May that the advent of the 
single EC in 1992 could mean an open door 
to European immigrants and capital, PLF 
leader Oscar Temaru formally proposed a 
referendum on independence. For various 
tactical reasons, every other party supported 
the motion. Then in elections for the Euro- 
pean Parliament in June, all parties called for 
a boycott, resulting in abstention by 90% of 
Polynesian voters. 

Young PLF members then went on a 
hunger-strike outside Papeete’s Cathedral, 
which was called off when the territorial 
government's leader Alexandre Leontieff 
agreed urgently to schedule an assembly de- 
bate on nuclear testing. But before the de- 
bate could take place, France announced 
round-table talks, and in August Rocard ar- 
rived, the first French prime minister to visit 
the territory in 25 years. 

Rocard did not beat about the bush. 
There was no question, he said, of a local 
referendum on testing: defence policy was 
decided at a national level. On the other 
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hand, while giving no cast-iron guarantees, 
Rocard said Polynesia's future lay not in 
Europe, but in the Pacific, and he shocked 
many by bluntly making it clear that the 
days of relying on easy government money 
were over. Polynesia had to develop agricul- 
ture, fishing and tourism "since the sun, the 
sea and the beauty of your scenery are your 
principal riches." 

Even so, Leontieff, who heads a moder- 
ate coalition, talks of France's duty to com- 
pensate the Pacific territory. "The nuclear 
testing centre has completely changed the 
economy of the territory, and disrupted 
its social structure," said Leontieff. "France 
must participate very clearly in righting 
these imbalances.” 

Terii Tane, a Polynesian who is one of a 
group of former Moruroa workers who have 
banded together to support France’s nuclear 
testing centre, declares that “Everyone’s 
against the bomb, but there’s no need for 
lies about Moruroa.” But he also argues for a 


quid pro quo: “The atomic bomb is a sword 
of Damocles. That's why we are very de- 
manding about funding. Anything could 
happen. It’s not just a nice present. Rocard 
seems to think we've asking for charity. But 
France owes it to us.” 


he question now is whether the terri- 
| tory will consider organising a ref- 
erendum itself — and if not, whether 
the fragile coalition government will survive 
until the territorial elections in 1991. The 
anti-nuclear pro-independence health min- 
ister, Jacqui Drollet, has declared that his 
party is prepared to vote with the opposition 
to ensure that a referendum goes ahead. 
How Polynesians might respond would 
depend, it seems, on the question. It is a 
local cliché that everyone is against nuclear 
testing, but in favour of the nuclear testing 
centre. Many believe a majority might say 
^no" if asked to approve of testing, but 
could answer differently if the thrust of the 
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Inter-factional squabble erodes opposition unity 


Crumbling coalition 


By Lincoin Kaye By Lincoln Kaye in Taipei — | Taipei 


aiwan's opposition Democratic Pro- 

gressive Party (DPP) has narrowly 

averted a potentially suicidal faction- 
al fracas over selection of its party chair- 
man, barely a month before island-wide 
elections. Incumbent chairman Huang 
Hsin-chieh of the conserva- 
tive Formosa faction won re- 
election against only a token 
challenge from the radical 
New Tide bloc. 

Both bpp factions are 
starting to sense the possibil- 
ity of significant electoral 
gains — due not so much 
to any particular opposi- 
tion initiatives as to a for- 
tuitous series of problems 
confronting the ruling 
Kuomintang (KMT). Seats 
are up for grabs in parlia- 
ment, the provincial assem- 
bly, city and county councils 
plus a score of mayoralties 
and county magistracies. 

The DPP has high hopes of nearly doubl- 
ing its representation in each of these 
categories, plus raising its overall vote count 
to well over a third of the electorate. With 
such in store, party insiders say, 
few are keen to rock the boat. 

Such consensus seemed a long way off at 
the party's annual convention during the 





summer, when acrimonious debate centred 
on the timing, venue and procedure for the 
DPP congress, which selects the chairman. 
Election strategists were keen to defer the 
question until after the island-wide polls in 
December, but could find no convincing 
loophole under the party's by-laws. 

Huang had unseated his former prison 
cellmate, New Tide stand- 
ard-bearer Yao Chia-wen, 
in an upset vote at the 1988 
DPP election. To  topple 
Huang this time the DPP's 
pro-independence radicals 
fielded David Chiang, who 
had been the first chair- 
man of the four-year-old 


But Chiang bowed out 
just weeks before the con- 
gress, leaving no one to 
oppose Huang but Chen 
Yung-hsing, who admitted 
he planned to vote for the 
incumbent chairman and 
was running simply to up- 
hold the principle of two- 
candidate elections. 

However, even such a half-hearted can- 
didate as Chen managed to pull 4476 of the 
206 votes cast at the congress — a pointer to 
the depth of the DPP's internal divisions. The 
two factions likewise split the party's 11 cen- 
tral committee seats, with the Formosa 
group just one seat ahead — hardly a large 
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question was about removing the territory” 
key source of income. 

Inevitably, a referendum would raise the 
question of independence. At present, prc 
independence parties command only 20% 
of the vote, but all parties believe Polynesi 
should run its own affairs, and Leontieff" 
government has actively promoted close 
relations with the South Pacific, notably b- 
leading the battle against driftnetting — 
destructive type of fishing practised princi 
pally by the Japanese and South Koreans. 

But independence and ending nuclea 
testing both pose the same problem. "If we 
cut out the testing centre overnight, thers 
would be thousands of unemployed, and . 
major drop in revenue for the territory,” saie 
Leontieff. Either way, French Polynesia i 
sitting on a social time bomb. “The politii 
cians have got to agree on what we want fos 
Polynesia," said a local trade union leader 
“Otherwise it will blow up worse than im 
1987." > 


enough margin to forestall trouble indefi 
nitely. 

For the moment the New Tide seem, 
prepared to focus its animus on Legislative 
Yuan (parliament) member Ju Kao-cheng 
arguably the DPP's foremost vote-gettes 
whom the radicals squeezed off the ticke 
during the summer by packing the primar 
rolls in the working-class constituency c 
Yunlin county. 

Ju is now waiting on the sidelines as . 
petition drive seeks to muster the 15,000 sig 
natures in Yunlin he says he will require t 
consider running for parliament, despite thi 
upset primary verdict. If Ju does run, hi 
looks certain to swamp the New Tide spoile 
sent in to oust him in the primaries, with th: 
result that Yunlin could be represented is 
parliament by Ju and an assortment of KM 
stalwarts. 

At the DPP congress, representatives o 
the two factions debated — sometimes bit 
terly — about how, or whether, to disciplin 
Ju for flouting party procedures. Finaily 
Huang had to bring the session back int 
line and order delegates, in his usual gruf 
manner, to defer the question to some late 
party forum. 

Ju responded the next day with a 4-km 
long parade through Yunlin, featurin 
nearly 200 trucks, lion and dragon dance 
and a galaxy of Formosa faction stars. With 
out formally declaring his intentions, Ju let i 
be known that he would not necessarily bi 
averse to running without the DPP's bless 
ing, if he thought it would be “good fo 
Taiwanese." 

Juis not only one to consider a solo candi 
dacy. Some of the other more charismati 
opposition figures also plan to contest th 
elections as independents, evidently con 
vinced that their voter appeal will be en 
hanced by distancing themselves from th 
DPP circus. t 


9 NOVEMBER 198 





THE COLOR 
OF HAPPINESS.. 











„IS ALWAYS a GOOD 





RENAULT VI. has chosen the colour of success. The colour red symboli: 
RENAULT VI. 's keen desire to be a partner in your success. That's why ' 
have chosen it. Red has always been the colour of prosperity and happine 
and now quite naturally, thanks to RENAULT VI. it is also the colour of busine 
With a complete range of trucks, coaches and buses, the RENAULT VI. Group is prese 
in Asia and in every other continent, conducting its business on a global scale. An ex] 
rienced manufacturer, RENAULT VI. assists in and provides maintenance for fleets nu 








LOR FOR BUSINESS. 





OREXA PUBLICIS 


vanced technique in the field of transporting people and goods. From a thorough 
owledge of the terrain and its requirements to the regular training of dealers to ensure 
‘isfied customers in every country, including France. 

NAULT VI. is a sound and efficient partner, keen to combine performance and results. 
choosing RENAULT VI. you are guaranteed to make the colours of good fortune and 
ppiness work for your growth. Our partnership begins with personal contact. A team 
people seconded to Asia from the Directorate of International Affairs of RENAULT VI. 
Paris, is ready to answer your questions and arrange meetings with you. 


r further information, please contact : 


INAULT VEHICULES INDUSTRIELS 40 rue Pasteur, RENA LT 
156 SURESNES, FRANCE - Tel: 33 (1) 40.99.72.87 
lex : 620 567 F SDEI - Fax: 33 (1) 40.99.71.16. 


chel DESLIGNES will be happy to point you to your 
zal representative. 


ith RENAULT V.I., business means success. Trucks & Buses 


Introduci 





TheBAel000. You've Got 





The First Intercontinental Mid-Size 
Twin Business Jet. The BAe 1000 is 
half the price of larger, less efficient 
business jets. You get big iron range at 
a mid-size price. The BAe 1000 will be 
ready for delivery by early 1991, at 
least two years ahead of anybody else. 
4000 Plus Statute Miles Is Business 
As Usual. No other mid-size can 
match the intercontinental range of 
the BAe 1000. Period. 

Two Pratt & Whitney PW305 Turbo- 
fans: A New Generation. 5,200 pounds 
of thrust makes the new PW305s the 
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Honeywell SPZ 8000 Digital Avi- 
onics: State Of The Art, Redefined. 
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today. So advanced, they'll still be 
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access, it’s the largest cabin in produc- 
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go into. Either the Arkansas Modifica- 
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the UK...or choose the custom com- 
pletion facility that suits you best. 
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Aircraft Sales Department, British 
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Spinney, VP Marketing-Corporate, 
British Aerospace, Inc., PO. Box 17414, 
Washington-Dulles International Air- 


port, Washington, D.C. 20041. Or call 
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Jadres keep on accumulation power and wealth 


Eternal mandarins 


iy Le Louise do Rosario - 
T Chinese bureaucracy, the main 





target of unprecedented public re- 

sentment in the recent unrest, has 
»ecome the most independent, aggressive 
and powerful interest group in China. With 
expanded bureaucratic power brought 
about by reform but with weaker adminis- 
rative, ideological and legal constraints, this 
group has ruthlessly scrambled for re- 
sources at the expense of the rest of the na- 
don. 

The direct consequences have been ram- 
»ant bureaucratic corruption, a breakdown 
f central authority, and sharper social con- 
dicts. Meanwhile, policymaking and im- 
plementation have become more frag- 
nented and tardy as numerous bureaucratic 
agencies in China bargain endlessly to get 
the most from the centre. 

Before the recent political upheaval, Pe- 
<ing was moving slowly towards reform 
with an attempt to rein in the bureaucracy 
with the use of markets, law, a freer press 
and other institutions. But with the rise of 
conservative forces and an extensive purge 
of party liberals, such reforms are now inde- 
finitely shelved, Instead, bureaucrats are 
likely to continue to abuse their much-ex- 
panded power as Peking relies more on 
them to maintain the political status quo and 
revive the troubled economy, but with no 
new mechanisms to check their power. 

Bureaucrats have always been a 
privileged class in China, enjoying a wide 
range of benefits not acessible to ordinary 
people. The public is getting increasingly 
angry at the way bureaucrats, especially 
those managing scarce economic resources, 
swallow most of the new wealth generated, 
because of the new administrative power 
entrusted to them in the name of reform. 
Worse still, such plundering is accompanied 
by widespread nepotism as bureaucrats try 
to pass on their privileges to their children. 

Structural reforms inevitably lead to a re- 
distribution of interests and create winners 
and losers. Bureaucrats as a more educated, 
organised group managing resources in the 
frontline, have natural advantages over 
others. But the early reforms, with farmers 
being given small plots for their own use, 
meant that they were the main beneficiaries. 
Most bureaucrats were in the background, 
generally, resistant and suspicious of 
change. But as reforms increasingly passed 
authority down the line, bureaucrats were 
the first to benefit. 

Fiscal reform enables provincial, munici- 
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pal and county governments to retain more 
budget revenue. Foreign-trade reform al- 
lows local state trading corporations to re- 
tain more foreign exchange. Distribution re- 
form permits local-material supply bureaux 
to decide the flow of more commodities. 
County mayors with larger local bud- 
gets, city industrial bureau chiefs deciding 
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the use of more retained enterprise profits, 
and the provincial coal departments that 
handle more coal suddenly find that the 
scope of resources they deal with has ex- 
panded, and that there is constant demand, 
ever-rising prices and a ready market for 
these resources. Despite the austerity pro- 
gramme introduced last September and the 





move resources from one place to another 
— all for their units or for themselves but 
often in the name of reform. Chinese 
economists have called this phenomenon 
the monetisation or commercialisation of ad- 
ministrative power. 

The current political chill may temporari- 
ly reduce but not eliminate such bureaucra- 
tic corruption which has, in many sectors, 
become an inherent part of the government 
operation. There is no binding civil-service 
code, no independent watchdog to super- 
vise official malpractices and no strong 
leadership to push through a thorough anti- 
corruption campaign. 

Another feature of the post-1978 Chinese 
bureaucracy is that there is more bargaining 
and negotiation at all levels, slowing down 
and distorting well-considered policies. 
With economic decentralisation, each bu- 
reaucratic unit holds a particular set of re- 
sources, so that Peking must seek the active 
cooperation of many agencies to implement 
a major project. 

As the centre has emerged much weaker 
after the suppression of the Peking demo- 
cracy movement, provinces may become 
even more assertive in lobbying for eco- 
nomic concessions in exchange for their loy- 
alty. 

j a agencies will continue to 
bargain hard, vying with each other for 
powers and privileges. The inland pro- 


Queue outside patent's office: winners or losers. 


latest leadership reshuffle, this economic en- 
vironment is not expected to change much 
because of strong vested interests. 
Administrative power has always been a 
ticket to privilege in communist China, but 
never before had bureaucrats been so aware 
of its potential to generate profits which do 
not need to be handed over to Peking. The 
policy changes have transformed the previ- 
ously passive and static bureaucracy into di- 
verse interest groups protective of their in- 
terests, and actively seeking monetary re- 
wards for the power they enjoy. They set up 
companies, strike deals, travel extensively to 
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vinces want to be able to retain as much for- 
eign-exchange as the coastal and southem 
areas. The Ministry of Finance wants to float 
bonds overseas as the Bank of China and 
other financial institutions are doing. 
Another characteristic of the new bu- 
reaucracy is that it has become more cellular. 
As the power and aspirations of provincial, 
municipal and county-level governments 
grow, they increasingly defy and blunt cen- 
tral directives. With central policies con- 
stantly in flux, local governments have 
learned the system rewards those who 
break rules that are eventually nullifed by 
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widespread defiance. Even as the chain of 
command has been eroded, units trying to 
protect their own benefits see no advantage 
in cooperating with other local units. 
Overall, there is a sense of anarchy as the 
old rules of administrative authority col- 
lapse, while new rules have not been estab- 
lished. Military force may be effective in 
quashing public unrest, but it cannot be 
used for such intricate political tasks as 


restructuring the massive bureaucracy. 

In the more liberal political climate prior 
to the May-June events, reformist intellectu- 
als had pointed to the need of an overall 
reorganisation of bureaucratic power. Their 
reasoning was that price reform and the play 
of market forces cannot solve what is essen- 
tially a structural political problem. They ar- 
gued for the need to build a new kind of cen- 
tral government. Some advocated "neo-au- 
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Bureaucracy appears to defy efforts to curb its size 


Bound by red tape 


hina's bureaucracy is easily the 
world's largest. Of the country's 
543.3 million workforce, 9.71 million 
were classified as state and party officials at 
end-1988. By China's broad definition of a 
bureaucrat, or guan — someone with an ad- 
ministrative title who manages people or 
property on the state's behalf — there are 24 
million state cadres, according to local press 
reports, which is an amazingly high ratio of 
bureaucrats to civilians. 

The reach of the state today is more ex- 
tensive than at any other time in Chinese 
history. As recently as the Qing dynasty in 
late 19th century, some 2,000 civil and mili- 
tary officials governed a population of 450 
million, albeit supported by a vast class of 
local gentry who acted as intermediaries be- 
tween the government and the populace. 

For much of China's imperial history, the 
civil administration consisted of six minis- 
tries. Today, the 50,000-staff state council — 
the government's nerve centre — employs 
three vice-premiers, nine state councillors 
and a secretary-general and controls 41 
ministries and commissions. There are also 
19 "administrations," five "offices," 16 state 
bureaus, five institutes and 43 non-standing 
bodies. A similar, scaled-down organisa- 
tional structure is replicated at the provin- 
cial, municipal, county and district levels. 

The power structure of this hierarchy 
runs vertically and horizontally. Vertically, 
central-level ministries and commissions 
each have their functional hierarchy, or 
xitong (system), stretching from Peking to all 
corners of China. For example, the Peking- 
based Ministry of Foreign Economic Rela- 
tions and Trade also administers provincial 
branches and corporations in the cities. On 
the other hand, territorial authority is de- 
fined by the administrative geography of a 
provincial, municipal or county govern- 
ment. The national capital’s planning com- 
mission, for example, is accountable to the 
Peking municipal government, while many 
others based in Peking are accountable to 
both the city and national leaderships. 
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This arrangement inhibits direct com- 
munication and cooperation between units 
under different ministries, as these units are 
components of different xitong, Kenneth 
Lieberthal and Michel Oksenberg note in 
their book, Policy Making in China. For exam- 
ple, the Guangdong Electric Power Bureau 
finds it difficult to establish formal, direct ties 
with the local railway district or the provin- 
cial coal department, as they are part of dif- 
ferent ministerial hierarchies. Only at the 
state council level do all the lines of authority 
converge. 

Added to this complex government 
structure is the party's duplication of similar 





Committees for every occasion. 


organisations at all levels, resulting in much 
overlapping in duties and manpower. The 
state council has started to remove party 
cells within the ministries and its other or- 
gans, but the same streamlining exercise has 
barely started on the lower levels. 

Binding the millions of bureaucrats to- 
gether is an elaborate ranking system based 
on the grade of salary and the housing, offi- 
cial limousines, access to classified informa- 
tion and even funeral services an official is 
entitled to receive. Within a ministry there 
are, in the formal order of rank, the grades of 
a general bureau, bureau, division and sec- 
tion. In a province or a municipality, grades 
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thoritarianism” or more centralised politica 
power modelled after some non-communis- 
authoritarian regimes in East Asia. At the 
other extreme, a few daring ones evem 
suggested a federal system of government 
With the return of orthodox communis 
ideology in recent months, the discussion o 
radical changes in the bureaucractic set-up 
has come to an end and bureaucrats con 
tinue to amass wealth and power. > 


descend from commission, provincial anc 
prefectural departments. 

Ministries and provinces are of equa 
rank, as are ministerial bureaus and pro 
vincial departments. Peking, Tianjin anc 
Shanghai are the only municipalities whict 
fully enjoy the rank of a province; others 
may be regarded as the equivalent of prefec- 
tural, county or sub-county units. 

Most high officials have three forma 
ranks indicating their status — their forma 
government and party title, their positior 
within the party and their civil service grade 
Often, the party status is more significans 
than government rank as an indicator of rea 
power. 

In one sense, the entire society is or- 
ganised as an enormous bureaucray. Those 
without an administrative title or not at- 
tached to an administrative unit cannot 
hope to gain much access to information, 
material supplies and other resources. In 
order to set up a company, for example, the 
venture must be "hooked," as the Chinese 
say, to a danwai or unit. Free agents cannot 
ascend far up the social and economic lad- 
der. 

Aware of the drain on resources need: 
ed to support this vast bureaucracy, 
paramount leader Deng Xiaoping in th« 
early 1980s set the goal of reducing its size by 
several million people, a third at the centra 
levels and by more than a third at lowe: 
levels. But without equally attractive alterna 
tive channels for mobility, and with nc 
proper retirement system until recently, offi- 
cials continue to cling stubbornly to then 
positions. As a result, the state apparatus 
has undergone endless “streamlining and 
re-expansion." Between 1982-88, China's 
workforce grew by 20%, from 453 million tc 
543 million, while the number of state and 
party officials climbed by 5975, from 6.1 mil- 
lion to 9.71 million, according to the state 
statistical bureau. 

China's bureaucracy remains a vast iron- 
rice bowl system, breeding laziness, ineffi- 
ciency and mediocrity. Few officials are dis- 
missed or demoted, even for commiting 
serious offences. Overstaffing is worst 
where officials are least needed, notably the 
day-to-day running of the economy. About 
half of all government officials are involved 
in implementing the state economic plan, 
which has diminished in scope since 1978. 

In Jiangsu, for example, a major industri- 
al enterprise has at least six layers of bureau- 


9 NOVEMBER 198€ 


ee s cs ec EX UNS. SCIO Er ERE a 


atic leadership overseeing its operation, 
sccording. to one press report. They are, in 
»rder of importance, the provincial indus- 
rial bureau, the local planning commission, 
he provincial party committee's economic 
ection, the governor's office, the party's fi- 
aancial leadership group and the provincial 
arty committee. In other areas, such as 
axation, law enforcement and auditing, by 
ontrast, the bureaucracy is thin and over- 
tretched. In general, government depart- 
nents which manage profitable resources 
re overstaffed, while others have difficulty 
n attracting additional manpower. 

Atthe local level, the pace of bureaucratic 





expansion has quickened with the rapid 
growth of population and as more villages 
are upgraded to counties. Between 1982- 
88, the rural workforce in counties and vil- 
lages grew from 338.6 million to 400.7 mil- 
lion, an 18.3% increase. Rural party and 
state officials quadrupled from 340,000 to 
1.29 million during the same period. In one 
northwestern province, 800 cadres adminis- 
tered an 8,000-strong nomadic population, 
Outlook magazine reported. In another pro- 
vince in central China, the number of party 
and government officials in one area gov- 
eming a population of 1 million is a stagger- 
ing 220,000. a Louise do Rosario 
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Policymaking unproves but ts still unpredictable 


Decisions, decisions 


cracy over the past decade or so has 

become more pragmatic, systematic 
ind rational but for many bold initiatives, 
such as price reform, the process still is often 
id hoc and unpredictable. One constant 
Titicism of China's reformist leadership is 
ts improvisation approach or "feeling the 
itones to cross the river" method, as the 
-hinese call it. 

Before 1982, important reform ideas and 
»olicies were drafted by low-profile think 
anks with close personal links to individual 
eaders. Peking's rumour mill described in 
vivid detail how Zhao Ziyang, then premier, 
summoned young intellectuals regularly to 
»ief him on the latest reform experiments. 

These important policy advisers, many 
n their early 30s, are now scattered among 
he many prominent think tanks which 
lave since become a part of the bureaucracy 
»roper. They include the State Commission 
or Restructuring the Economic Systems, 
he Economic, Technological and Social De- 
relopment Research Centre, the China 
tural Development Research Centre and 
he recently formed State Council Research 
Zentre. 

As reform became more complex and 
ifter a few major policy blunders, there was 
ncreasing pressure to systematise and in- 
ititutionalise the policymaking process. 
Thus, since early 1988, the government and 
he party have tried to introduce a sense of 
order and formality to the process — even at 
he highest levels. 

A brief statement is now announced 
1 few days after a politburo or state coun- 
ïl meeting. In the past, only insiders knew 
of their occurrence. The state council also 
nas begun releasing important new rules 
and regulations for publication in leading 
newspapers, rather than publishing them 


D: within China's bureau- 
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only in internal documents as in the past. 

In response to criticism that it has pur- 
sued reform without an overall plan, the 
State Economic Restructuring Commission 
issued for the first time in early 1988 a com- 
prehensive list of its reform tasks for the 
year. 

Despite this appearance of more open 
government, the policymaking process of 
sensitive and important reforms is still secre- 
tive and highly personalised. The most re- 
cent example is price reform, attempted in 
1988. 

In late May last year, paramount leader 
Deng Xiaoping stressed to an important for- 
eign visitor China's need for faster and 
broader price reforms. No think tanks or 
government agencies were consulted prior 
to Deng's statements. Price reform had been 
played down in the reform commission's 
1988 task list, publicised only a few months 
ago. 

A few days after Deng's remarks, how- 
ever, the politburo held a meeting and is- 
sued a statement echoing Deng’s words. It 
was only after the decision to press ahead 
with faster price reform was made that gov- 
ernment specialists, academics and others in 
the usual consultation channels were asked 
to come up with detailed implementation 
proposals. 

In June and July 1988, think tanks such as 
the Chinese Academy of Social Science's 
Economics Institute and Peking University’s 
Economic Department were busy with the 
task entrusted from the top. When these 
advisers met in end-July at Beidaihe, a sea- 
side resort, there was heated discussion 
on the many versions of price reform pro- 
posed. In mid-August, the politburo 
adopted a compromise five-year proposal 
— a plan they were forced to drop two 
weeks later in the face of widespread bank 
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runs and panic buying by the people. 

The policymaking process surrounding 
less sensitive issues is more diffuse, frag- 
mented and protracted. At the central gov- 
ernment level alone, it involves four tiers of 
authority, note Kenneth Lieberthal and 
Michel Oksenberg in their book Policy Mak- 
ing in China. 

First, there is a core group of 25-35 top 
leaders who articulate national policy. Next 
is a layer of staff, leadership groups, re- 
search centres and institutes which link the 
élite to and buffer them from the bureau- 
cracy. Then there are state council commis- 
sions and ministries, which have supra- 
ministerial status and coordinate activities 
of line ministries and provinces. Finally, 
there are the line ministries which imple- 
ment policy. 

Because authority is fragmented, Liebert- 
hal and Oksenberg argue, any major project 
or policy initiative must gain the active coop- 
eration of many bureaucratic units which 
are themselves nested in the distinct chains 
of authority. Consensus thus has to be 
sought vertically and horizontally. This pro- 
cess is very important because without it, 
even if a decision is forced upon local au- 
thorities and agencies, progress “can easily 
bog down in the bowels of China's various 
bureaucracies." 


ecisions made in such a manner are 

often disjointed and the actual im- 

plementation is incremental, with 
policy in reality changing only gradually, 
say Lieberthal and Oksenberg. In this dif- 
fuse policy process, meetings and docu- 
ments constitute the main communication 
link between loosely coordinated agencies. 
Meetings bring together officials from di- 
verse localities and hierarchical systems, 
while documents are where most official 
communication take place within functional 
and territorial bureaucratic sub-systems, the 
two writers explain. 

The increasingly consultative atmo- 
sphere and other changes in the policymak- 
ing process have exacerbated many of the 
dysfunctions that stemmed from the tradi- 
tional size and the diffuseness of the 
Chinese bureaucracy, notes Harry Harding 
in his book China's Second Revolution. 

In many areas, there is a lack of coher- 
ence and coordination in the formulation of 
policy, protracted debates among bureau- 
cratic agencies with divergent interests and 
perspectives, lengthy delays in reaching de- 
cisions as disagreements are referred up the 
bureaucratic ladder and gaps between the 
intentions of central leaders and how po- 
licies are implemented by administrative 
agencies. 

Still, these problems are found in most 
complex bureaucratic systems, Harding ar- 
gues, and he suggests that they are less 
serious than the “decisions at random” that 
previously characterised China’s policymak- 
ing. B Louise do Rosario 
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Premadasa tries to out-wit his opponents 


Playing for time 


By James Clad in Colombo | 


he All Party Conference (APC) which 

began on 13 September to seek new 

political solutions to this country’s 
many crises has probably already run its 
course. On 28 October, the Sri Lanka Free- 
dom Party (SLFP), the major parliamentary 
opposition group, decided to cease partici- 
pation. 

The Apc, the second such gathering in six 
years, has nonetheless yielded some bene- 
fits to President Ranasinghe Premadasa's 
government. His United National Party 
(UNP) regime is beleaguered by a sustained 
violent struggle against the Sinhalese-domi- 
nated Janatha Vimukthi Peramuna (JVP, or 
people's liberation front). In mid-October, 
the government also made specific — and 
politically tough — promises to foreign aid 





Premadasa: political manoeuvrability. 


donors to restructure the economy. There- 
fore, Premadasa needs all the political man- 
oeuvrability he can muster and the APC exer- 
cise, brief as it has been, has helped him 
achieve this. 

At the beginning of September the gov- 
ernment's position was looking far from se- 
cure. UNP MPs were becoming increasingly 
defensive about calls from various quarters 
for a government of national unity, or some 
form of grand coalition, to deal more deci- 
sively with Sri Lanka's many internal crises. 
Apart from the disruptions caused by the JVP 
insurgency, domestic disquiet had been 
mounting over economic woes, including a 
20% devaluation of the local currency since 
June. Then there was the unsettled issue of 
when, if ever, the Indian Peace-Keeping 
Force (IPKF) would withdraw from the is- 
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land’s embattled northeastern  regior 

The APC helped to diffuse some of thes 
tensions though, despite initial appeas 
ances, it never looked like attaining eithe 
cohesion or momentum. Few of the 69 dele 
gates representing 21 political parties ans 
factions shared a common objective. For thi 
UNP government the conference was a politi 
cal strategy; for most of those attending 1 
represented the chance to appear to be cor 
ciliatory at a time of national emergency. 

As in a similar APC exercise, mountee 
after severe violence against the Tam 
minority erupted in July 1983, the UNP’s ims 
mediate, tactical aims seemed to run at vari 
ance to the president's professed aim of putt 
ting virtually all political questions on th 
table. Premadasa’s predecessor, J. R 
Jayewardene, six years earlier also hac 
sought to achieve a conciliatory stance 
through an APC. Then, as now, there was ; 
need to bring the JVP into the politica 
mainstream. 

Premadasa had thus professed himself t 
be willing to discuss almost any issue, in 
cluding even a possible abandonment of ar 
11-year-old, Gaullist-style executive presi 
dency. The SLFP and some minor partie: 
have been calling for a return to the 
Westminster-style parliamentary govern 
ment existing in Sri Lanka until the UNP gov: 
emment in 1978 won popular endorsemeni 
for the current constitution, the country’s 
third since it gained independence in 1948. 

Another aim lay behind Premadasa’s 
quite genuine desire to entice the JVP into the 
mainstream. It is widely accepted that the 
JVP's appeal rests on two pillars: anti-Indian, 
Sinhalese nationalism and frustration with 
unemployment among educated Sinhalese 
youth. Although the JVP declined to partici- 
pate in the APC, Premadasa at least has 
broadened the consensus against the insur- 
gents by showing them unwilling to sit 
down with the rest of the country. 

The jvP described the July 1987 accord 
permitting IPKF intervention as a UNP "sell- 
out of Sri Lankan sovereignty," but by entic- 
ing the strongest Tamil separatist force, the 
Liberation Tigers of Tamil Eelam, to the APC, 
Premadasa sought to show that the pull of 
Sri Lankan nationhood still extends to the 
Tamil minority. 

The consensus is that the SLFP was fines- 
sed into participating in the APC; in past 
years both it, and the UNP, have shown 
themselves ready to exploit Sinhalese re- 
sentments even at the cost of a racial po- 
larisation. SLFP leader Sirima Bandaranaike 
realised at once that the APC would neu- 
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sought an early exit — which she has 
achieved. 

Apart from the UNP and SLFP, the other 
APC participants represented the faction-rid- 
len, smaller Sinhalese-based parties. Minor 
Muslim and Tamil groups willingly partici- 
sated in the Arc, delighted at the semblance 
ef parity they achieved vis-a-vis the major, 
iraditional parties. Even the mutually an- 
agonistic Tamil militant groups appeared at 
he table, in the guise of observers. 

Meanwhile, the SLFP has intensified its 
‘all for a return to Westminster-style govern- 
nent. But there seems no reason why, ex- 
sept perhaps within a broader settlement of 
ihe national crisis, Premadasa would have 
any interest in accepting the SLFP's demand. 
Even before the SLFP's 28 October decision, it 
was becoming clear that the APC, despite its 
ong projected timetable, was running out of 
steam: a week before the SLFP’s move, the 
small Sri Lankan Communist Party told Pre- 
nadasa that it would not send a representa- 
tive to participate in one of the APC's fol- 
low-up mechanisms, a "Recommendations 
committee" to collate various proposals into 
à logical programme of action. 

In a country which in recent months has 
seen a couple of hundred political murders 
take place every week, it is reasonable to ask 
what the APC was ever likely to achieve. The 
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The advertising carried in the Far Eastern Eco- 
nomic Review comes from every category: airlines and 
hotels, banking and financial services, liquor and other 
luxury products, through to shipping, telecommunica- 
tions, automotive, and many more. Last year alone, 
over 680 of the world's leading companies chose the 


Review. 


With an average of over 40 pages of advertising per 
issue and a total of 2,273 pages throughout last year, the 
Review continues to be compulsory reading for senior 
executives conducting business in Asia, and a mainstay 
of any advertising dd aimed at Asia's elusive deci- 


sion makers. 


The Review's "Advertisers 1988" contains samples 
from every compaign carried for those companies who 
chose to promote their products and services to the high- 
est concentration of influential, affluent individuals in 


or advantage against the UNP, and: she 


Cross to set up an offic 


st cynic answer was that it would give 
Premadasa ome breathing space. But other 


conclusions can also be drawn. 


First, the APC device, as tired as it now is, 
has reinforced Premadasa’s image as a presi- 
dent of all the people, something that his 
non-élitist background also reinforces. With 
his security forces increasingly ill-discip- 
lined, the parliamentary niceties of the APC 
may seem remote, but even a semblance of 
national consensus-building at this time is 
preferable to continued bickering along trad- 
itional partisan lines. 

A second point about the APC is that it 
has accompanied other measures which, 
taken together, give an impressiorr of gov- 
emment purposefulness. Stung by foreign 
criticism of human-rights violations, Sri 
Lanka has allowed the. International Red 
ein the country. 

A special presidential commission will go 
into youth discontent. And a new peace 
committee has been formed to watch the 
security situation in the northeast as the IPKF 
begins its pull-out. The 18 September agree- 





ment with New Delhi has seemingly vindi- 


cated the president's insistence that the IPKF 
leave soon. Despite balking at Premadasa's 

"unilateral demands, New Delhi's en- 
thusiasm for the IPKF adventure has visibly 
flagged of late and its troops could be out of 
Sn Lanka by next year. This alone has 
blunted the JVP's appeal. m 
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Fuel Oil Pumps, Water Pumps. 
TANKS Water Storage Tanks. 
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which have hit the headlines of the national 
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Tennyson Memorial Drive a, Ter r 
DAY 4 Commencing 10am 6 n2/ rry : 


TURBO. GENERATORS 4. i A, Parsons 30MW Two Cylinder Réaction ‘Type Steam Turbines with 
Condensers and Cooling Water Pumps, Plus ancillary Support Plant. 2 ‘Brown Boveri’ 60MW Two Cylinder 
Reaction Type Steam Turbines with Condensers and Cooling Water Pumps. Plus ancillary Support Plant. 
(Generating Sets to be offered firstly as complete units: if notsold, than to be offered ‘piecemeal’). 

WATER DEMINERALISATION PLANT ‘Mitchell Cotts’ 120 G/P/M Modular Auto/Manual Demineratisation 
Plant (single train containing carbon filter, primary cation exchanger, degasser, anion exchanger and 
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Army and police under 
fire for crimes 


Curb the 
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Y he recent rash of criminal acts includ- 
ing robbery, rape and extortion which 
JM. has been attributed to members of 
the armed forces and the police has forced 
the authorities to sit up and take notice. =- 
On 29 October, army commander Lieut 
Gen. Hamilton Wanasinghe summoned his 
senior officers to Army HeadquartersinCol- 
ombo to demand the highest standards of 
discipline from his officers and men and 
made very clear that no aes will: 
be tolerated. ; 
With five officers and 14 soldiers in de- 
tention for various criminal offences — ` 








press in recent weeks — there was good = 
reason to worry. "It's one thing to fight the 
JvP [the Sinhalese rebel Janatha Vimukthi | 
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PUMPS Electric and Steam Turbine Boiler Feed Pumps, Duty and Standby Condensate Extraction Pumps, 


DAY 2 Commencing iam 7/12/89 





FABRIC FILTER PLANT 6 'Flakt' Unitised Tetion Bag Pulse Jet Type Fabric Filter Plants each with 12 Depac 
Transmitters and Plant Dust Silo. 
BOILERS 2 Babcock & Wileox 270 000 Ib/hr 950 p.s.i.g. 925 degree F twin drum grate fired boilers (Boilers 
11 & 12) — A Quantity of Induced and Forced Draft Fans with Fluid Couplings. 
8 Babcock & Wilcox 160 000 Ib/hr 625 p.s.1.9. 850 degree F Single Drum Grate Fired Boilers (Boilers 1-8) 
2'Babcock & Witcox 270 00€ lb/hr 950 p.s.i.g. 925 degree F twin drum grate fired Boiler. (Boilers 9-10) 
Qty. induced and Secondary Air Fans & Dust Collectors. 
. HEATERS & RECEIVERS Low and High Pressure Heaters, Coolers, Receivers, Steam Valves. 
f H PLANT Paddle Ash Extractors, Belt Conveyors, Ash Skips, Ash Hopper Road Bins. 
OAL HANDLING PLANT Rail Wagon Tipplers and Weighbridges, Coal Crushers. Screens, Belt 
“Conveyors and Housings, Stockpiling Cranes. 


SUNDRY EQUIPMENT Air Compressor and Receivers, Transformers, Control Switchboards. 


the region. 
If you would like a copy of this booklet, please write 
on your company's letterhead to: 


Mr Samuel J Atlee. 
General Manager — Marketing & Sales 
Far Eastern Economic Review 
GPOBox160 
Hong Kong. 





ALL EQUIPMENT HAS BEEN UNDER A CARE AND MAINTENANCE PROGRAMME SINCE. JULY '87. 
N.B. Total Auction Sequence allows for offers as a whole or on a piecemeal basis. 


| DISMANTLING & REMOVAL 
A strict guideline procedure will be enforced which includes time schedule for the removal of tots, Al l 
details relating to sale sequence, delivery, time constraints and removal regulations are available from the. $ 
auctioneers, The Vendor reserves the right to sell all or part of the plant and seme prior to auction. 
Submissions would be welcomed prior to auction, 





INSPECTIONS: | inspections by arangemert 

priot to auction and general inspection will bean . 
Monday. Tuesday 4th/Sth December. 1989 trom Sam-dom. 
PAYMENT 2055 5n fali of hammer Balance: Cash. 

Bank Cheque or Telegraphic Transter. 

For turther information and detailed catalogue 

contact the marketing agents. 


 Overett Gioie 


166 Boundary Road, Rocklea, Brisbane, Oid. a 
Ph. (617) 277 8733, Fax (617) 274 1881 NE. 
Ash: Mike Reid: ae) 359 1397. NECS 








.. Peramuna or people's liberation front] and 


quite another to cope with an indisciplined 
army," said one senior officer. “Td be less 


-than truthful if I don't admit that the prob- 


lem is serious and has to be tackled very 
uic 

1 Four days before the army commander 
called his top brass to headquarters for what 
was much more than a routine pep talk, For- 
eign Minister Ranjan Wijeratne — who as 
deputy defence minister — did not mince 
his words in asserting that all offences by 
soldiers as well as policemen will be investi- 
gated thoroughly and offenders dealt with 
sternly. There will be no whitewashing, he 
promised. 

Corruption by policemen has, as one 
senior officer ruefully admitted, been “tradi- 
tional." It has long been known that police 
palms have been greased by various under- 
world figures and petty criminals ranging 
- from illegal betting shop operators and 
.. brothel keepers to cattle thieves and traffic 
offenders. But many policemen have drawn 
. à line between what they regarded as 
"clean" and "dirty" graft. It was one thing 
'" to take a cut from an illegal bookmaker and 
. quite another to conduct a less than meti- 


culous investigation into a case of murder. 

But the Tamil separatist war in the north 
and the east of Sri Lanka since 1983 changed 
many things. The military which had been 
largely a ceremonial force used for internal 
security duties at times of emergency was 
rapidly expanded to counter the insurgents. 
So was the p police. No longer did the security 
forces provide “no risk" careers to those 
who enlisted. 


he mid-1980s were years in which 
| commanders often turned a blind 


. eye to misdemeanours by members 
of the armed services. "Morale must be 
maintained," they argued, "as the men are 
living and fighting under difficult condi- 
tions." At a time when the Tamil militant 
groups were themselves engaging in rob- 
beries, generall ate property but on oc- 
casion private property, and enjoying public 
sympathy and support while they killed ser- 
vicemen, cases of excesses and crimes com- 
mitted by members of the armed forces 
though not condoned were not roundly con- 
demned. In the words of one senior officer, 
"the rot began in Jaffna." Jaffna is the capital 
of the northern province where most of the 









O INDONESIA 


Suharto endorses a more active role for Golkar 


Assertiveness training 





por to overcome. he widely 
( held view that it is politically impo- 

' tent, Indonesia's Golkar party ap- 
pears to have been given the green light to 
play a more assertive role than just that of an 
election-winning vehicle for the military- 
bureaucratic ruling group. That the signal 


came from President Suharto has surprised 


and puzzled Golkar leaders. 

Addressing a working meeting of the 
country's largest political organisation on 17 
October, Welfare Minister Supardjo Rustam 
read remarks prepared by Suharto which 
urged Golkar to adopt a "central position" 
rather than "sit on the sidelines." 

Members of the party's executive board 
interpreted this as a mark of approval by the 
president for the more strident assertion of 
Golkar's political role as representative of so- 
ciety. The past year has seen members of 
Golkar's parliamentary faction adopt a more 
critical stance towards government policies. 
When electricity prices were raised earlier 
this year, Golkar took the lead in condemn- 
ing the price increases as too harsh. Its criti- 
cal stand was a marked departure from the 
docility usually ascribed to Golkar. 

"Suharto's views have given great confi- 
dence to Golkar politicians," party general 


^38 -— 


secretary Rachmat Witoelar told the REVIEW. 
"It shows our actions have been sanctioned - 


by the president — 
spoken.” 

“The call for Golkar to play a central role 
might well encourage people to take Golkar 
to its logical consequence — asa full-fledged 
political party. This is very satisfying for us,' 
said another senior party member. 

Golkar's traditionally docile i image is one 
a new breed of civilian party cadres is striv- 
ing hard to overcome. "The bottom-up ap- 
proach we have pursued in the past few 
months has been considered experimental 
and even offensive by those who don't un- 


to be diligent and out- 


derstand it," said Witoelar. “The presidents. 


remarks are like a mid-term report card say- 
ing so far so good, go ahead." Taking this as 
a cue, the party leadership has moved to 


strengthen the parliamentary faction and 


the executive board by making minor 
changes to the party structure. 

Clearly, Suharto's remarks are open to 
differing interpretations, but the Golkar 
leadership has chosen to view them in a 
favourable light. Some commentators won- 
der if they bear closer examination as part of 
Suharto's developing strategy to counter 
pressures on him to step down in 1993. 

Recent formal speeches have cast 


Suharto as a nascent political reformer — 
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separatist Tamil guerillas were concentrated. 

Several incidents in recent weeks have 
attracted public attention. Among them wa; 
a case where the police opened fire at « 
group that had attempted to rob a car-part: 
shop. Two men were killed while the rest es. 
caped. The dead turned out to be soldiers. lr 
another case, the police laid an ambush for 4 
gang of extortionists and fired at the mex 
who came to collect the loot. The two motor 
cyclists who came to collect what they ex 
pected to be a parcel of cash, got away 
However, a young lieutenant who had him 
self admitted to the military hospital with ar 
unsatisfactorily explained gunshot injury i: 
under investigation. In another notorious 
case, some policemen have been remandec 
by a court for alleged rape and the officer-in: 
charge of their station has been transferred. 

Some senior officers put the blame on the 
rapid expansion of the police and armed 
forces. Asa result, young and inexperienced 
officers have been promoted at an acceler- 
ated pace. 

The army commander has also laid 
down that troops will not cross the bound- 
aries of their areas of responsibility withoul 
prior intimation to headquarters. u 


every bit as concerned about the politica 
challenges facing the country as those con 
tributing to a growing chorus from below 
Certainly the year has seen Suharto defth 
hand the Muslim lobby the religious court: 
law; confer upon the armed forces a more 
“creative role” in society, and now appear tc 
sanction Golkar's slow progress towards be 
coming a fully fledged political party. 
= -Much of this allows the appearance 
of executive favour to be given at little rea 
cost. Golkar officials point out that while 
Suharto appears to approve of the p 
more assertive role, he has not moved — a: 
overall head of Golkar — to equip the party 
with the financial independence it woulc 
need to hold a viable central position inde. 
pendent of the armed forces and the bureau: 
cracy 

Quite the reverse, in fact. The notable 
absence of former party chairman, and cur 
rent Vice-President Sudharmono from the 
opening of the meeting signalled the presi 
dent's apparent desire not to have involvec 
in the deliberations the one man who ha: 
strengthened the party as an institution ovei 
the past few years. Some see this as a usefu 
concession to the military, who remain sus 
picious of Sudharmono. 

Ultimately, Suharto's surprise endorse 
ment of a more independent Golkar may 
hold more advantages for him than many 
suspect. As head of the party's supervisory 
board, the president is titular head of Gol- 
kar. However firm a grip the party's twc 
other components — the military anc 
bureaucracy — have over the hierarchy, few 
disagree that Golkar is principally an exten- 
sion of Suharto’ S Ro: x 
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^m in danger of being accused of 
mounting more farewell recitals than 
Dame Nellie Melba. About 18 months 
P ago (REVIEW, 9 June '88), I recorded the 
| appointment of Philip Bowring as REVIEW 
editor and my move up to the stratospheric 
and somewhat Frenchified level of editor-in- 
chief. I had fondly hoped that this would 
lumber Philip with all the nitty-gritty, 500- 
things-to-think-of-at-once job of editing the 
| weekly (which it did), keeping me rather 
“| grandly free to do my strategic thing, look 
`| after libel cases, publish books and launch 
.| our new monthly Asia Technology. 


<| But work, as Parkinson's law has it, ex- 
| pands to fill the time available and somehow 
_ | the last year or so has seemed to have been 
< į just as frenetic as the previous 26; and I’ve 
«i yet to write Chapter One of my memoirs, or 
^a novel, or a book on the Singapore trial, or 
=|- even a collected edition of Traveller's Tales 
..| which might even lead to Son of Traveller's 
^| Tales. All that remains on the horizon, apart 
:| froma few vague outlines. But suddenly the 
-| horizon has become a chasm over (or into) 
_| which I must step with no further delay. 
^| . During the libel case in Singapore, the 
: matter of the REVIEW's date of publication 
>| becamea subject ofmisunderstanding. When 
did a given piece of information reach the 


.| not published until 10 days later? It was dif- 
-T ficult to get members of the legal profession 
-| to understand that most weeklies, such as 

| the REVIEW, print in various-sized signatures 
from the inside out — as when we feature a 
FOCUS supplement or our monthly guide to 
.| WHERE TO PUT YOUR MONEY — often over a 
“|. period of several days. While we do our 


| for any breaking story which might disturb 
the comfortable editorial schedule agreed on 
six days before going to press, it does need 
an event such as the death of Mao Zedong 
or a stockmarket crashette to change the 
cover or our "lead" stories. 

We go to bed, as we journalists jocularly 
say, every Wednesday evening and are on 
| the streets (again jocularly) every Thursday 
— with a cover bearing the date of the fol- 
.| lowing Thursday. Personally, I don't much 
.| like this but market exigencies demand it, as 
"| they do of other magazines: in other words, 
.| few new readers picking up a copy from 
¿į a: bookstore in Bangkok will buy any 
.| magazine that bears a date four or five days 


: «9 November 1989 will contain all the infor- 
^| mation we've managed to shovel into it up 
(| to the evening of 1 November. 


REVIEW's office and why was it apparently | 


;] level best to be flexible, making allowances 


-| old. To sum up, a REVIEW copy cover-dated — 
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All of which i is a long and tortuous way 
of saying that as of the actual day of pub- 


lication of this issue I step down as editor- 
 in-chief and become a consultant editor 


and the various shifts in management an- 
nounced previously will have achieved frui- 
tion. 

Tom Eglinton is already in full charge 
of our advertising/circulation/promotion af- 
fairs; Ron Richa dson (our long-time. busi- 
ness editor) Dec 5 
one of our Tol respondents, . Nigel 
Holloway, will become the new business 
editor as soon as we can winkle him out of 


Tokyo. 


One of the greatest satisfactions of the last 
quarter of a century has been the gradual 







building of the REVIEW team. We always - 


hired the best when we spotted it, and 
when we. could afford it. Not that Dow 


Jones had even suggested bringing in any - 


one else, but I determined several years ago 
that my successor would be one of the mem- 
bers of this team. 

I. had seen. too. many . publications 
traumatised by the appointment of editors 
from outside the publication (often repre- 
senting new owners) who, either under or- 
ders or because they felt it necessary to im- 
pose their new authority, behaved like a bull 
in a china shop, changing the product, be it 


magazine, newspaper of TV programme, — 
iki - paneselocomotive was beginning to pick up 





usually taking it down-market, firing 2 
hiring and generally sacrificing. one of. the 
main factors contributing to the e credibility of 
a product: continuity. r 


Further, I had been in the job for a very long 
time — and journalism is a trade or craft in 
which people tend to change jobs pretty reg- 
ularly. I had joined the REVIEW way back in 
1962, and had become its editor almost by 
default (at that time the editorial staff could 
be numbered on the fingers of one hand). 1 
was determined not to hang on — and on. 

Over the period I had watched the region 


gradually ridding itself of the extremes of 





post-colonial politics (of both the left- and 
right-wing varieties) and of the wars which 
once ravaged it. One curse remains: that of 
old men who cling on to power : and cancel 
out many of their achievements in their dot- 
age — from Mao Zedong to Deng Xiaoping, 
from Chiang Kai-shek to Sukarno, from 
Park Chung Hee to Kim H iban from Mar- 
cos to Ne Win. 

I was determined, in. my minor way, I 
would not share the same fate as these old 
fools — and there are plenty of them still 
around. That is why. my favourite Asian 
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managing editor while 















statesman has for years been Tunku Abdul 
Rahman. He may have had to step down 


. from the Malaysian premiership because of 


political force majeure, but he did so with 
grace and has continued to act out his role as 
the country's combined founding father and 
conscience with grace ever since. 


The other day, à journalist colleague I sus- 
pect who does not like me very much (and 
whose single compliment I therefore took 
seriously) said that he envied me: basically I 
had established regional English-language 
journalism. With all due modesty, as people 
hypocritically say, there may be a grain of 
truth in that. It was the REVIEW's growth 
through the 1960s and early 1970s which led 
Dow Jones to make its first investment in the 
magazine, as a prelude to their launching of 
the Asian Wall Street Journal, and it was in 
reaction to that step that a few staffers split 
off to found Asiaweek. And, since that time, a 
plethora of other regional publications has 
been spawned. l'm obviously prejudiced, 
but I don't think one of them can touch the 
REVIEW today, and none of them has the 
superb team of soloists and virtuosos who 
weekly manage, under a sensitive conduc- 
tor, to produce such orchestral depth. 


In fact, as the nice girl said when asked 
what she was doing in a place like this, I was 
just lucky I guess. In the early 1960s, the Ja- 


speed, and only slightly further back along 
the tracks were the trains of half a dozen or 
more East Asian economies. The REVIEW 
was in the right place at the right time, and 
has grown along with the region. Fate might 
equally have taken me to the Middle East, 


JA Africa or Latin America. 


Like Dame Nellie, I'll still be around, par- 
ticularly writing this column and I hope that 
readers will continue to send in their photo- 
graphs, cuttings and packets of astonishing 
products (and the instructions which go 
with them) which contribute so much to the 
spice of living and working in the world's 
most vibrant region. The region may be still 
full of political sensibilities, but what I have 
grown to appreciate is its fundamental gift 
for tolerance. On the whole, people in this 
part of the world do not try to impose their 
cultural or social neuroses on others — and 
when you've been writing a largely humor- 
ous column over the years, you really ap- 
preciate that. 

. Thus our revels are not yet ended and 
I'm not quite ready yet to leave this isle full of 
noises. Nor, deeper than did ever plummet 
sound, will I drown my book. - ma 
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BP has found 


oil 3B space, 


Contrary to popular belief, space is not the 
final frontier. 

We've been there for years, analysing 
satellite images of the earth's surface to help us 
find oil. 

One such image takes in thousands of square 
kilometres. Allowing our geologists to single out 
areas of promise, based on the disposition of 
minerals and rock formations. 

Satellite imaging isn't the only space-age 
technique employed by BP Exploration. 

We've developed lasers capable of detecting 
microscopic amounts of oil. Because traces of oil 
seeping to the earth's surface can betray huge 
deposits underground. 

Whatever the method of exploration, our 
mission is the same, to boldly go where no oil 
company has gone before. 

Finding new energy reserves is just one of the 


things BP is doing today, for all our tomorrows. 





For all our tomorrows. 





Give an ordinary ice cube its moment of glory. 








The KARER against the people's army in Peking. 


A "me 


the death 
of China 


By Geremie Barmé 


istorians have commented that Qing 
H dynasty history would be an easier 

area for research if there was less 
available material; as it is scholars are over- 
whelmed by a plethora of minutiae, much of 
which is of marginal relevance. 

The Chinese Protest Movement of 1989 
— can the "deep structure" of the events of 
April-June simply be contained under the 
rubric of "democracy"? — has spawned a 
small library of literature which promises to 
well into a flood of paper sure to submerge 
scholars of its history. Even the interested 
reader must founder when confronted by all 
of the books that have appeared so far. A 
September issue of the trade journal Pub- 
lishers Weekly listed over a dozen titles of “in- 
stant books" in English. 

Harrison Salisbury's Tiananmen Diary de- 
serves pride of place in this batch of publica- 
tions because it belongs to a hoary tradition 
of China books: that three-week wonder, 
the traveller's banal account of “my China." 
There has been progress since those first 
three-week wonders appeared; Salisbury 
has managed to squeeze this book out of just 
two weeks of "on the ground" activity. 

He arrived in Peking towards the end of 
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the student action in early June. It was obvi- 
ously a disorienting experience, even for 
someone like Salisbury, a man who claims 
to know "China as well as, if not better than, 
any member of the Standing Committee of 
the Politburo." At least those leading cadres 
could decipher the slogans, and knew that 
the hideous styrofoam Goddess of Demo- 
cracy and the student tent city were on the 
north side of Tiananmen Square, not the 
south as Salisbury would have it. It is not 
surprising that this reporter has lost his bear- 
ings, for in contrast to his researches for the 
vaunted book The Long March, this time 
Salisbury does not have an official guide. 

Even in terms of the human landscape it 
is hard for him to find his bearings: Zhao 
Ziyang is spoken of as a "leading liberal" 
and Yang Shangkun described as an "enig- 
matic figure" — though the latter is a man 
we are told the author knows "very, very 
well." Obviously not well enough, since like 
so many journalists and observers up to the 
time of the May crisis Salisbury was pre- 
pared to ignore the mass of damning evi- 
dence on President Yang's career. 

Take, for example, the gloomy fact that 
he set up the deadly Chinese secret service 
with Kang Sheng, or that he was widely 
feared and hated until his purge (carried out 
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with Deng's complicity) in 1966. Even the 
Machiavellian genius Mao Zedong felt un- 
easy with Yang and once accused him of 
having bugged his quarters. 

Salisbury chooses to banquet with his 
bureaucrat hosts rather than attempt to 
speak to student leaders or even to the four 
intellectuals who had undertaken a hunger 
strike on 2 June. He tries to line up an inter- 
view with Deng ("the elusive little man") 
through Yang so that Deng can explain him- 
self to the world through Salisbury. There is 
no attempt, however, to request some time 
with Zhao. As a result, the only solid matter 
in the volume is the details of Salisbury's à la 
carte hotel meals. 

Sunday, 4 June started badly. Early in the 
morning his sleep was disturbed by the 
sound of heavy gunfire. "I half awoke and 
said ‘Oh fuck!’ and turned over." The mas- 
sacre was in full swing. Thank God he had 
an appetite for breakfast though people 
were being shot outside his hotel. While the 
city resounded to automatic gunfire and the 
sky turned an alarming dusky colour as if in 
sympathy with the dead, our intrepid diarist 
retreats to the lounge for an ice cream sun- 
dae. Plus ca change perhaps, but, he records, 
it is “Six yuan as usual.” 

Two other journalists, Michael Fathers 
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and Andrew Higgins, have hardier constitu- à 


tions. They covered the protest movement 
from its inception for The Independent and 
have produced a compact and readable 
account of events in Tiananmen: The Rape 
of Peking. Of the books that have appear- 
ed on the subject so far, this is certainly 
the most impressive. Fathers and Higgins 
have an excellent sense for their materials. 
They use the official press and student pub- 
lications to great effect, which, coupled with 
their own on-the-spot observations, give us 
a clear record of the events of the period. 
Their comments on the stu- 

dent leaders, Wu'er Kaixi, Chai 
Ling and Wang Dan, figures. 
now somewhat obscured bya .— 
hagiographical afterglow, and — - 
on the confused carnival atmo- $ 
sphere of the demonstrations 
are particularly good. They re- 
mind us of Chai Ling's rather 
chilling obsession with the idea 
of bloodshed, an interesting - 
fact since some of her foreign. 
fans were lobbying for her to be 


awarded the 1989 Nobel Peace - BRO 


Prize. 

The only major fault of the 
book is that though the authors 
guide us through the tangled web of student 
politics, popular outrage and party infight- 
ing, there is scant recognition of the com- 
plex, dare I say symbiotic, relationship be- 
- tween student leaders, the “professional ac- 
tivists" who have been around since Tianan- 
men 1976 and often directed the students be- 
hind the scenes, Zhao's think-tanks group- 
ies and the Peking media and intellectuals. 

: Similarly, little credence is given to 

. Mayor Chen Xitong’s official report on the 
protests. Whereas Chen's comments on the 
massacre are blatant distortions, the outline 
he gives of the background to the move- 
ment is, though patchy, both perceptive and 
generally reliable. It deserves to be treated 
very seriously, as do the Peking Daily and 
People's Daily denunciations of Liu Xiaobo, 
Yan Jiaqi, Dai Qing, Wan Runnan, Ge Yang 
and The World Economic Herald that have ap- 
peared since July. Sadly, the speed with 
which this excellent book was produced pre- 
vented the authors from consulting such re- 
vealing materials. 

Of course, Time magazine has clocked in 
with its own contribution, a sturdy volume 
(Massacre in Beijing) with encyclopaedic pre- 
tentions written and edited by people en- 
snared in the habits of a newsweekly 
magazine. We are presented with a confus- 
ing arrangement of material. The book starts 
out with a meditaton on democracy by Nien 
. Cheng (author of Life and Death in Shanghai). 
. Following this we are jostled back and forth 
from the massacre (Chapter One), to a pot- 
ted history of democracy in China this cen- 


46 


| tury (Chapter Two), a quick recap of the past 


decade of China's reforms (Chapter Three), 
then on to the student movements since 
1986 with details of this year's S protests 
(Chapter Four), and so on. 

Obviously alot of work has gone into the 
book, but as is common with hasty compila- 
tions of this kind the text lacks an overall pat- 
tern and contains enough errors of fact to 
make it annoying. Another far more disturb- 
ing aspect of the book is that in keeping with 
the habits of Time-speak, individuals are 
quoted as authorities in a somewhat ran- 
dom fashion, and the book is peppered with 
the print-media version of faces for the 
Chinese security men’s files: names, , ages 


CHAIRMAN MAO. 
ANYTHING YOU CAN DO, 
1 CAN DO BETTER! 





and occupations of sources are given in a 
number of cases. 

A less ambitious and far more successful 
account is Tiananmen Square by Scott Simmie 
and Bob Nixon. The authors did the ethical 
thing by blacking out the eyes of people in 
photos. This is only a hint of the generally 
sober and responsible attitude of the book. 
Containing a more acceptable number of 
factual errors than the Time volume, the nar- 
rative is clear and enlivened by detailed pro- 
files of a number of fascinating individuals: 
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a the lascivious literatus Wen Huaisha (a man 


famous for concocting aphrodisiacs for the 
late General Zhu De and the literary 
bureaucrat Guo Moruo), the venerable and 
lovable translator Yang Xianyi and his wife 
Gladys, the ballerina Bai Shuxiang of "Red 
Detachment of Women" fame, the mes- 
sianic singer-cumractivist Hou Dejian, 
among others. These interviews, inter- 
spersed at relevant points in the text, pro- 
vide a personalised and accessible historical 


dimension to the events. 


The authors also win points for the best 
chapter heading of any Tiananmen book so 
far: Shei Tama Ai Ni? — "Who the fuck loves 
you?" — a quote from a People’s Liberation 
Army (PLA) soldier responding 
to a student who called out that 
the people's army loves the 
people. (The soldier adds in- 
jury to insult by kicking the stu- 
dent in the stomach.) 

Unfortunately, by virtue of 
its worldwide distribution net- 
work and "authoritative" po- 
pular status, the Time account 
is certain to gain a far wider 
readership than either of the 
other books. Similarly, given 
the non-competitive market 
conditions in China today, offi- 
cial Chinese accounts will enjoy 
a monopoly of readers there. 
Chen Xitong’s lugubrious report on the his- 
tory of the “turmoil,” a compelling if crudely 
written history, has been out in volume 
form for months; and the other official 
Chinese accounts which are based on it, be 
they on video, in black-and-white pictures 
or in the form of a chronology edited by the 
overworked apparat of the Peking Municipal 
Committee, are available throughout China 
and from Chinese embassies and consulates 
abroad. 

Quirky one-off screeds from the People’s 
Daily are also in the bookstores, not to 
mention slapdash book-length selections of 
documents such as The True Face of Fang 
Lizhi, edited by the Central Commission 
for Discipline Inspection. Magazines have 
devoted whole issues to the "turmoil," 
peppering the monotonous official line 
with stories and poems about the good 
deeds of heroic soldiers and virtuous mode! 
citizens. 

The Hongkong presses have produced 
their own version of events in the form of an 
excellent illustrated chronology from the 
newspaper publisher Ming Pao (Beizhuangde 
minyun) and a picture collection from Sing 
Tao Newspapers (Beijing xueyun: Lishide jian- 
zheng). Other magazines and papers pub- 
lished specials on the demonstrations and 
massacre shortly after 4 June, and these are 
eagerly sought after by the numerous 
Tiananmen documentary centres that have 
been set up around the world. Most recent- 
ly, 64 Hongkong reporters published a vol- 
ume called Renmin bu hui wangji (The People 
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Will Not Forget) under the aegis of the Hong- 
kong Journalists’ Association. 

In Japan, where desktop publishing is 
something of a cottage industry, at least four 
Tiananmen volumes have appeared. Three 
are collections of documents. The first two, 
Tachiagaru Chügoku chishikijin (The Chinese In- 
tellectuals Who Have Stood Up) and Shügeki no 
Chügoku (China Shock), are edited by the in- 
defatigable Karima Fumitoshi of Tokyo Uni- 
versity and his colleague Yoda Chimei and 
published by Gaifusha, Tokyo. They pro- 
vide well-selected and edited translations of 
the main protest letters of January-March, 
and a documentary account of the move- 
ment from Hu Yaobang's death to the 
massacre, using official and unofficial 
Chinese sources as well as materials from 
Hongkong new and magazines. 
The editors also include useful analytical 
commentaries. 

Yabuki Susumu's Chyna kuraishisu (China 
Crisis) is a volume of collected documents 
dating from the 1987 purge of Hu Yaobang 
and it is a useful supplement to Karima’s 
work. A non-documentary publication is 
Tenanmon moyu (Tiananmen ts Burning), a 
heavily detailed account of the protests writ- 
ten by a clutch of reporters and produced by 
Yomiuri Daily. 

The visual images of the protest move- 
ment — mass rallies, impassioned speeches, 
PLA convoys caught in a sea of Peking citi- 
zens and the massacre itself — have been 
televised, printed and videoed to the point 
of saturation. Now they are published in 
book form as well. Beijing Spring is a large- 
format glossy collection of pictures of the 
protest movement taken by David and Peter 
Turnley, from April to June. Some of the im- 
ages are memorable: one of an apprehen- 
sive woman watching marchers outside the 
Dongdan Kentucky Chicken outlet; another 
of what looks like a plaintive Chai Ling, the 
woman Higgins and Fathers call the Passio- 
nara of the movement. 


roviding a powerful record of impor- 

tant moments, the photographs are 

roughly arranged in chronological 
order, though there is clearly some confu- 
sion in this, and the captions are not without 
error. Liu Xiaobo, the firebrand literary cri- 
tic, is seen haranguing a crowd in Tianan- 
men Square after he, Hou Dejian and two 
others had begun their hunger strike just 
prior to the massacre. The caption writer 
fails to identify the speakers. However, this 
glossy production provides even more grist 
for the mill of the dictatorship of the pro- 
letariat. Newsweek's Melinda Liu, who pro- 
vides an error-ridden text, points out that a 
man interviewed by ABC reporters was sub- 
sequently turned in for “rumour-monger- 
ing” and given 10 years in prison. Then 
what will happen, for instance, to the man 
holding a caricature of Li Peng with a swas- 
tika on the forehead and a red cross over his 
face? 
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Orville Schell provides an introduction, 
but the quotation from the 1986 acceptance 
speech of the Nobel Peace Prize winner Elie 
Wiesel in the forward is the most powerful 
piece of writing in the book: “No one may 
speak for the dead: no one may interpret 
their dreams and visions. I have tried to fight 
those who would forget. Because if we for- 
get, we are guilty, we are accomplices . . .” 

The French Libération special by Philippe 
Rochette, Marion Scali and Gilles Schiller, 
Chine: le printemps de Pékin de la liberté au mas- 
sacre, is a folio-sized volume with a wonder- 
ful selection of photographs — my favourite 
is of a little boy operating a battery-driven 
toy tank — and a well-edited series of es- 
says, reports and a chronology. 

Morgan Chua, formerly with the REVIEW, 
has produced a narrative in comics entitled 
simply Tiananmen. Although there are a 





Rise up, you who refuse to be slaves. 


number of gruesome images such as the one 
of Yang Shangkun as a butcher with stu- 
dents hanging from meathooks in the 
background, this book contains many clever 
and, as a relief to all the gore, humorous 
cartoons. One favourite is that of PLA 
tanks rolling along the streets of Hongkong 
in 1997 with a side quip "Tanks for the mem- 
ory!” 

Then there are works that concentrate on 
the events of 3-4 June, the first night of the 
Peking massacre (according to most ac- 
counts killings continued until at least 7 
June). Numerous accounts have appeared 
in many languages. Of the 30 or so reports 
this writer has read, Amnesty Interna- 
tional's China Exposed is the most thorough, 
careful and chilling. Its objective tone makes 
the reading all the more horrifying. Of the 
more recent publications is BBC correspon- 
dent John Simpson's essay “Tiananmen”; 
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this appeared in the 10th anniversary issue 
of Granta in September. It is an accessible 
and disturbing piece. One wonders, how- 
ever, just how Simpson managed to see de- 
tails of events in the square so clearly from 
his Peking Hotel balcony. 


number of things mar nearly all of the 

written accounts of the protest move- 

ment, however. One is the failure to 
note the crucially important role of non-stu- 
dent manipulators during the protests. 
These include, of course, Zhao's men (for 
example, his secretary Bao Tong), think- 
tank intellectuals (Chen Yizi and Yan Jiaqi), 
friends of the think-tanks (Bao Zunxin, Su 
Wei, et al), maverick dissidents (Liu Xiaobo) 
and professional revolutionaries (such as 


: Wang Juntao and Su Xiaokang). The strug- 


gle between Maoism-Stalinism and reform 
is a very real one and this dimension of 
things is basic to an understanding of the 
strange strategies of the movement. Equally 
important are the factions and the erratic ele- 
ments among the students, which though 
hinted at by all writers are never really given 
much importance. 

The protests also expressed key refrains 
of the Hundred Flowers period of 1956-57, 
yet no one points out that Qin Benli, the 
purged editor of The World Economic Herald, 
was, in that movement, party secretary of 
Wenhuibao, the Shanghai daily which pub- 
lished the most outspoken attacks on the 

. Mao denounced the newspaper for 
its "bourgeois tendencies." Similarly, no one 
has noted that for the old leaders the de- 
mands of the students repeated the tragic ef- 
forts of democratic party members and stu- 
dents in the 1950s to turn China into a 
"bourgeois republic." 

When, during the hunger strike, crusty 
democratic party leaders called once more 
on the communists to join them in solving 
the crisis, it must have seemed too much like 
that earlier drama, one in which Deng 
played a particularly sanguine role. Al- 
though the students had no idea what deep 
chords they had touched, many other 
people in Peking did, including these vete- 
rans of protests past. The books out so far 
have shown little appreciation of this crucial 
"subtext." 

Scholastic studies, of which there will be 
many, are slow in coming and public in- 
terest may have faded by the time they ap- 
pear. This is unfortunate, since a number of 
excellent works are planned, including an 
updated collection of essays on Chinese 
democracy by Andrew Nathan, one of the 
most perceptive scholars of the subject. 
Until more thorough and thoughtful works 
on this year's events appear, however, the 
present batch of publications will do very 
nicely in filling in the memory hole being 
created by the Chinese Government. æ 
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| By M: Mark Brayne 


n Peking in June, China' s communist 

leaders did to their own people what 

Soviet tanks did to East Germany in 
1953, to Hungary in 1956, and to Czechos- 
lovakia in 1968. The People's Liberation 
Army stepped in to rescue the party from 
the people in whose name it purports to 
rule, in the same way as Poland's army step- 
ped in in 1981 to put down the Solidarity 
trade union movememt. The violence in 


<. China may have been on a far greater scale. 


But the rationale was the same. 
Yet if China's geriatric leaders and their 


. colourless front men in government take 
. . their cue and their ideology from an earlier, 
. supposedly Golden Age in Eastern Europe, 


. . the turn of events within the Soviet empire 


= now must be causing nightmares in 

 Zhongnanhai. As Timothy Garton Ash 
. chronicles in his lucid and finely argued ac- 
= count of the past decade in what he quite 


correctly insists on calling not Eastern 


o : Burope but East Central Europe, totalitarian 
-= repression in nations with traditons of think- 


ing for themselves simply cannot work. 


There is no “middle way": some truths in 
Garton Ash's words are absolute. 

In the space of one summer, Poland has 
acquired a non-communist prime minister 






















s aSoviet-style economic system capable 

of non-violent reform? To judge by 

Chinese and East European experi- 
ences, the answer would seem to be no. As 
Cyril Zhiren Lin, one of the contributors to 
Remaking the Economic Institutions of Socialism, 
puts it: "The transformation of an economy 
into a highly centralised command system 
of the Soviet type has proved far easier than 
the transition out of it, as if such systems 
were economic ‘black holes’ from which 
there is no escape." 

The book provides a rare and detailed 
comparison of reforms in Eastem Europe 
and China, and shows how inflation, excess 
investment, rapid expansion of credit and 
other predictable consequences are spawn- 


i _ ed by the inherent contradictions of a Soviet- 


style economy once it is shaken up by re- 
form. 

One of the contributors to the book is the 
eminent Hungarian economist Janos Kor- 
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and. government. Hungary stands on the 
threshold of parliamentary democracy. The 
always. tenuous legitimacy of the East Ger- 
man regime has been torn to shreds by the 


mass exodus through Hungary and... 
| dent thinking have flourished. 


Czechoslovakia of East Germans voting — 
with their: feet against their ossified, one- 


party state. zechoslovakia too, after 20 
years of stultifying “normalisation” of the 
kind now being imposed on China, is wait- 
ing for the old leaders to go and for reforms 


to begin. 

Even in the Soviet Union, for all his own 
nightmares of ethnic rivalries and economic 
collapse, Mikhail Gorbachov has now taken 
glasnost so far that it is difficult — though 
after Tiananmen Square notimpossible — to 
conceive how he might put the genie of inci- 
pient democracy! back in the bottle. 

China is of course not Eastern Europe. It 


does not have the traditions of dogged indi- 


vidualism and bloody-minded disregard for 
authority that have long taken the cutting 
edge off the totalitarian systems of the Soviet 
bloc. And scd after ids G S 


The Uses iof Adveralty by Timothy - 
. Garton Ash. Granta Books, ndn US 
£12. 95 f us$. 60). | 


nai, whose thinking strongly influenced lib- 
eral Chinese economists in the early 1980s. 
Reformists in China looked to Hungary and 
Yugoslavia for examples and precedents, 
and young economists associated with the 
disgraced party chief Zhao Ziyang made 
several investigatory trips to these countries 
in 1982-84 in search of answers to China's 
problems. It was based on these visits that 
important reform proposals, induding an 
early tackling of price reform, were made. 
Kornai’s classical diagnosis, readably 


presented here, tells the reader what exactly © 
is wrong with a command economy. First, a. 


planned economy is a bargaining economy. 
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own Gorbachov, with the moral authority to 
unlock the floodgates of real change. 
Nevertheless, for Chinese who stood up 

in their millions in May and June to demar 
a government more worthy ofthe people of 
China, there are encouraging parallels. 

Ee Garton. Ash's conclusion, illustrated with 
i 1g and impressive detail, is that re- 









pii in Eastern Europe has not only fail- 
ed to stifle original thought; paradoxically 
perhaps, intellectual life and rich, indepen- 


"Sweet are the uses of adversity," the au- 
thor quotes Shakespeare from As You Like It, 
"Which, like the toad ugly and venomous,/ 
us jewel in his head." 








nasuperfici the fall firstof Hu 
() Yaobang and then of Zhao Ziyang 

may have ushered i in, as it did in the 
Soviet Union less violently with the fall of 
the mercurial Nikita Khrushchev in 1964, a 
period of intellectual gloom and i 
sterility — with Jiang Zemin as China’ s 
Brezhnev; Wang Zhen and Peng Zhen as 
China's Mikhail Suslov, grey guardians of 
pure orthodoxy. The sterile propaganda of 
success is identical. But the underlying 
decay of the political system is as unmistaka- 
ble in China as it was in pre-Gorbachov 
Russia. 

Like the Soviet Union from the late 1960s. 
and Poland from the mid-1970s, China for 
the first time under communist rule is pro- 
ducing articulate intellectuals — “dissi- 
dents” in the now classic Soviet bloc sense 
— courageous enough to speak out for 
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J am tomorrow 


No facet of economic life escapes bureaucr 
tic intervention, and every issue — en 






wage, tax, subsidy, credit andi investm¢ nt- 
becomes a matter of. negotiation, fightir 
and lobbying. T 
Another common feature is soft bu 
getary constraints. Although | state ente 
prises are supposed to operate with 
the allocated budget, the budget coi 
straint can be "stretched" at the will of tt 
higher authorities. There are also subsidie 
bail-out credits, favourable tax conditior 
and other kinds of protection ~ all of whic 
| encourage a state enterpnoe to be compl 
cent. 

Third, the system is plagued by chron 
shortages. There is excess demand in mar 
markets, and this is accompanied by co 
stant queueing for goods, forced substit 
tion of less. desirable but available | good 





forced savings. Short supply of inpu 
creates bottlenecks retarding productic 
and generating shortages elsewhere. Antic 
pation of shortages leads to hoarding. | 
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change, at home if possible, and if not, then 
in emigration. 

In parts of Eastern Europe, it is former 
dissidents of this kind — the West is still rub- 
ding its eyes in disbelief and the Chinese 
theirs in horror — who are now poised to 
ake over the running of their countries. In 
Hungary (where for rather longer dissent 
Ras been within as well as outside the sys- 
em), it is beginning to happen; in Czecho- 
slovakia it is a matter of time, and in Poland 


K is now as if Fang Lizhi (the Chinese 


sakharov) had been appointed premier, Liu 
3inyan (who could be China's Vaclav Havel, 
‘he Czech playwright and a central character 
n Garton Ash's chronicle) foreign minister 
and Wan Runnan (the exiled entrepreneur) 
‘he minister of finance. | 

Garton Ash's book even at its conclusion 
n May this year has suffered under the diz- 
eying impact of events in the communist 
world since it went to press. Especially in the 
zarlier chapters, more signposting might 
nave helped, to link the observations with 
What has happened since. 

"Let China be to the Russian empire 
What Russia was to the Ottoman empire," 
Sarton Ash tragically notes in 1988, looking 
to a powerful and presumably still reform- 
ing China to provoke change to its west. 

But if socialism Soviet-style has failed to 
work in the lands of its genesis — and the 
evidence in these essays is encouragingly 
absolute — what chance indeed can there be 
of its succeeding even when endowed with 
—hinese characteristics? 

"There is something glorious," writes 
carton Ash again in 1988, "in the capacity 


emprunts paria A SI Ma ted rA Ar Ar rSn rra ar ar rata ta arg MP E RP aee eni al me e rer em er imr dene raram rn raa tar a Fa a a A a 


i there are chronic short- 
'S, every economic unit tries 
rrab, in total disregard of effi- 
acy, as large a share of re- 
irces as possible. Investment 
nger exists at all levels, from 
| policymakers and planners 
iring after high growth rates 
nanagers of firms and shops 
üng at expansion. 
As has been the case in Fast- 
Europe, China's reform has 
ravated all these deficien- 
; and given rise to a spurt of 
ation, a condition which Lin 
ms to "a heart patient suffer- 
from overexertion." Bar- 
ning intensified as pro- 
ces, municipalities, enter- 
ses and individuals became 
re aware of, and bolder in pursuing, their 
ests. Budgetary constraints became 
fter" as, following banking reform, gov- 
ment funds were channelled through 
is instead of the budget. Bankers in 
ina have less political clout than finance 
cials to resist enterprises’ demand for 
vital. 
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Queuing for meat in Gdansk. 


of millions of human beings [in East Central 
Europe] to spend billions of hours being in- 
culcated with Marxism-Leninism and to 
emerge knowing nothing, absolutely nothing, 
about it" Are the students of Peking 
University as they are packed off for post- 
protest indoctrination any different? 


s Tocqueville taught us long ago," he 

goes on, "inconsistency and waver- 

ing between increased repression 

and half-baked reform is characteristic of an 
ancien regime in its last years." 

Garton Ash writes of the Soviet bloc as 

^an empire relying on corrupt bureaucrats, 
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incapable of competing with the West, im- 
prisoned in a rigid, archaic economic and fis- 
cal system." He draws no explicit compari- 
sons with China, for the Far East remains 


. one of the few gaps in his otherwise ency- 


dopaedic world view. But as any reader 
with knowledge of China will discover, the 
patterns are instantly recognisable. 

While this collection of essays embraces 
East Germany, Hungary and Czecho- 
slovakia, Garton Ash's special sympathies 
are for Poland, whose development and lan- 
guage he has studied most closely. For all 
the author's youth, this work confirms that 
there are few writing anywhere in the Eng- 
lish language today who can approach Gar- 
ton Ash's understanding and feeling for the 
culture and the mind of Mitteleuropa. 

China is different, but as Peking regress- 
es and its former allies move forward, a 
reading of this chronicle gives cause for 
hope. The 4 June massacre may have been 
the worst by any communist regime of its 
own people since the Hungarian uprising of 
1956, but it has no more put an end to 
China's search for a more humane system 
than martial law did in Poland eight years 
ago or Soviet tanks did in Prague in 1968. 

As the posters are once again declaring in 


Peking this autumn before they are torn oe 


down: “It is not over yet." The dust-cover to 
Garton Ash’s book depicts a badge from 
martial-law Poland Anno 1982, with the ab- 
breviation CDN, “To Be Continued.” 

It was and will be. " 
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ities to do better economically. 

In the absence of effective 
constraints, decontrolling an 
economy with a latent demand 
to expand is beset with risks. 
China, like those Eastern 
European countries that had 
started reforms 30 years earlier, 
has not been able to strike 
the right balance between 
micro-dynamism and macro- 
stability. 

The reforms had already 


dramatic events of April-June 
brought them to an abrupt 
standstill. The prospects for a 
quick resumption of reform 
look dim. But if the history of 
other half-reformed socialist 


If anything, Zhao's economic strategy — 
allowing the non-state sector to outgrow the 
state sector and stimulating the initiative of 
municipal and provincial officials with ad- 
ministrative and economic decentralisation 
~~ wasintrinsically inflationary. Many macro- 
economic imbalances came of the over- 
eagerness of non-state sectors and local- 
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economies is anything to go by, reform 
in China will make another aggressive 
comeback when the economy is in deep 
crisis. Chinese reformists in the next 
round may then find themselves trap 

once again in the same "black holes" that 
had brought about the downfall of their 
predecessors. 


| 
| 
| 
reached a stalemate when the 
| 
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Spot the Enemy. 


Goodies an 


By Lynn Pan 


Ty was the Cultural Revolution 
V (1966-76) so violent? Why did 
strangers, friends, relations, col- 
leagues, and even husbands and wives fight 
each other with so much seemingly sense- 
less brutality? Years later, a Chinese could 
look back to that time and wonder how, as a 
teenager, he could have bludgeoned an old 
man to death just because that man had 
been branded a "revisionist." What could 
have got into him, what had anaesthetised 
his mind and conscience? Lynn T. White's 
superb new book on how the tragedy un- 
folded in Shanghai addresses these ques- 
tions. It is a timely book, for after what hap- 
pened in Tiananmen Square, "Chinese 
cruelty" again demands explanation. 

The theme of cruelty, the absence of 
humanitarianism as Westerners understand 
it, runs through many early European ac- 
counts of Chinese life. So much does lore 
associate cruelty with the Chinese that 
“Chinese torture" has slipped into the Eng- 
lish language as a signifier of ingenious and 
exquisitely tormenting ways of inflicting 
pain and death. 

One way of explaining Chinese cruelty 
has been to downgrade Chinese humanity, 
to conclude that human life means less to 
the Chinese; that it does not hurt as much to 
die, or to see one's loved ones die, in China. 
Another has been to link it to Chinese tradi- 
tion — the callousness displayed in the Cul- 
tural Revolution, John King Fairbank has 
written, ^was in the tradition of peasant bar- 
barity in local feuds and risings in the coun- 
tryside. True, the Red Guards were urban 
youths, not peasants, but it may be argued 
that they acted in a climate of opinion with 
peasant roots that Mao encouraged." 

Something rotten in the Chinese charac- 
ter, some "frightening monster in the caves 


54 


d baddies 


of the Chinese soul," many Chinese now 
think, was at work in the Cultural Revolu- 
tion. They have been encouraged in this be- 
lief by the Chinese Communist Party, 
which, in its official appraisal of the Cultur- 
al Revolution, connects it with “the evil 
ideological and political influence of cen- 
turies of feudal autocracy,” to dispose of any 
suspicion that it might have flowed natur- 
ally from socialism. 

Was the Cultural Revolution sui generis, 
or did it have roots in Chinese culture? Fair- 
bank invoked the tradition of peasant bar- 
barity, but Chinese culture is so rich and di- 
verse that an analyst, White writes, “may 
readily pick a tradition, any tradition”; “if 
tradition caused the Cultural Revolution, 
then which of China’s many conflicting tra- 
ditions caused it? Why did the people who 
made the movement not choose the others 
instead?” 

White sets out to prove that the mass 
energy released by the Cultural Revolution 
arose from three specific, deliberate state 
policies, policies to which the party became 
addicted after it came to power. Were it not 
for the cumulative effect of these policies, 
White contends, the Cultural Revolution 
would not have happened, or at least not in 
the way it did. 

The first of these policies was to give 
people good or bad “class” labels which de- 
termined their access to jobs, education, ra- 
tions, and residence ("worker", for exam- 
ple, was a favourable category, while “right- 
ist” and "bourgeois" were not). Labelling 


Politics of Chaos: The Organisa- 
tional Causes of Violence in 
China's Cultural Revolution Lynn 
T. White III. Princeton University Press, 
Princeton. US$45.50. 
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fixed people in categories and created officiai 
political constituencies; it set group agains» 
group in each round of “class struggle.” 

Not surprisingly, the interplay of anxiety 
and frustration turned many disadvan 
taged, “bad-labelled” people into extreme 
radicals; and it was partly to live down thei: 
political tags, and partly to revenge them 
selves on the cadres who had stigmatisec 
them, that these people joined the more rad 
ical of the Red Guard factions. They, more 
than Red Guards from favourably labellec 
proletarian families, had reason to demon 
strate the ardour of their revolutionary zeal. 

Second, a state-sponsored patronage 
system locked people — the better to contro» 
them — into a condition of dependency or 
their local party leaders, who had it in thei 
power to determine an individual's lot ir 
life, and to allow subordinates to fester om 
flourish under their aegis. The party bigwigs 
enjoyed wide latitude in calumnifying vic 
tims, but while many underlings panderec 
to them, others exploited the havoc of the 
Cultural Revolution to turn the tables or 
them. 

These two policies interacted with é 
third, the use of periodic and unpredictable 
campaigns to unnerve or galvanise people 
to produce the pogrom mood of the Culturas 
Revolution. The campaign is of course th« 
totalitarian method par excellence. Aimed a’ 
distinguishing “the enemy from ourselves,’ 
it creates mutual distrust, paralyses opposi- 
tion, and harnesses a huge reservoir of per- 
sonal vendettas and spite to the purposes of 
the party. It gives legitimacy to violence, and 
engages energies which might normally have 
found anti-social outlets. To the victims of 
denunciation, the possibility of denouncing 
their denouncers sometimes offers a chance 
for extricating themselves from their own 
predicament. To the ambitious, campaigns 
offer a chance to demonstrate the activism 
that could lead to career advancement. 

These methods arose not from any his- 
torical or cultural disposition, White says, 
but from an administrative need. They were 
an answer to a practical problem, that of get- 
ting a huge population to do the state’s bid- 
ding cost-effectively when few trusted and 
capable men were on hand to do the chivvy- 
ing. 
To react with an eruption of violence 
after a decade and a half of such policies was 
merely human, rather than Chinese. The 
violence had its roots in habits bred by state 
manipulation, rather than in any ingrained 
disposition towards peasant savagery or 
“Chinese cruelty.” In Nazi Germany, even 
naturally humane and unbigoted Germans 
could not remain impervious to the inces- 
sant official demonization of the Jew. And 
what must have exacerbated the conflict was 
that in China the economic pie had to be 
tranched in such small wedges. 

That similar tragedies have befallen cul- 
tures as different as those of Germany, Cam- 
bodia, Iran and Uganda suggests that the 
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depredations of the Cultural Revolution had 
causes beyond Chinese tradition. True, the 
policies built on Chinese traditions (Con- 
fucius was all for naming things and 
categorising people correctly, for instance), 
but the question one must confront is why 
they built on these and not other options 


that Chinese culture makes available. If 


these habits flourish anew in their socialist 


‘Tone death 


By Michael Taylor 


n publishing as in music and revolution, 
ing. And coming as it 


timing is ev 
does hard on the heels of the most spec- 
tacular display of realities in Chinese poli- 
tics, the timing of Richard Curt Kraus' Pianos 


and Politics in China could hardly be worse. In 


a way this is a pity, since the book explores a 


fascinating and under-documented aspect 


of China's attempts to reconcile itself to the 
West during the past 50 years — its reaction 
to Western classical music. Furthermore, 
Kraus is dead right in pointing out that the 
fate of classical music and musicians in 
China is of political importance. 

That said, his treatment of a subject 
which requires considerable historical, mus- 
ical and political sensitivity is crass in 
theoretical conception, blind to irony, arro- 
gant in its ignorance, and gullible in its ac- 
ceptance of the Beijing Review as a reliable 
source of information. 

Put very briefly, Kraus attempts to ex- 
plain (to justify, perhaps?) the sporadic per- 
secution, sporadic celebration, of Chinese 
classical musicians by coupling an assertion 
that classical music is the unique preserve of 
the Western middle classes with some 
straightforward post-Marxist analysis. By 
his own admission, Kraus is no musico- 
logist. He does, though, know quite a bit 
about "the international capitalist order." 

The trouble with this approach is that it 
excludes a crucial element — the music. 
Kraus would reduce music's power to "false 
consciousness." But this is the sort of sac- 
rifice Kraus must make in order to produce 
his rather blunt "cultural imperialism" 
thesis. As he says: "Materialism may some- 
times be a vulgar way of looking at art, but it 
is never inappropriate when seeking to un- 
derstand art's political and social context." 

That "never" is neat. Kraus devotes a 
whole book to plucking out the mote of 
Western classical music from China's eye, 
without ever pausing to wonder whether 
the Marxian tools he uses — the product of a 
German hyper-rationalist closeted in the 
British Museum — might constitute some- 
thing of a beam. 


guise, it is because they, rather than other 
Chinese patterns, were called up and in- 
stitutionalised. Besides, it can be observed in 
every society where it is practised that 
Marxism has a habit of fossilising ana- 
chronisms, whether these are in ideas, 
tastes, or customs. 

White hesitates to blame socialism for 
what happened, because the policies in 
question have been pursued by non- 
communists in other countries. He neverthe- 
less concedes that such policies might be 


Having press-ganged Beethoven as an 
agent of foreign "bourgeois liberal" powers, 
it becomes easy to explain the persecution of 
musicians — they form a cultural fifth col- 
umn for which ion is an understand- 
able (and legitimate, perhaps?) reaction. 

Throughout, he is badly handicapped by 
his lack of musical knowledge. It is simply 
ignorant to state that the view that "art can 
induce political change" is "at odds with the 
tradition of bourgeois music in the West." 
NETT i 





Out of tune with the revolution. 


Nevertheless his lack of musical knowledge 
does lead to some unintentionally comic 
moments. Take, for example, his remark 
that “It is difficult to determine whether one 
of Beethoven's works is more ‘bourgeois’ 
than another.” Or: ". . . even so apolitical a 
musician as Franz Schubert . . . was once ar- 
rested with a group of young intellectuals 
who would today be described as dissi- 
dents." 

The charge against Kraus is that he tends 


Struggle over Western Music 
Richard Curt Kraus. University 
Press, New York. HK$280 (US$35.90). 
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called Leninist. Certainly the empirical ev 
dence suggests that the methods are part c 
the arsenal of totalitarian politics, and ther 
is an intrinsic affinity between socialism an 
totalitarian politics. 

Violence had been in the air for man 
years before the Cultural Revolution brok 
out. The logic of the policies pursued by th 
party was the fusion of personal fears an 
resentments into a huge hate. A climate er 
venomed by character assassination bre 
physical assassins. | 


to come across as an apologist of repression 
and readily tolerant of an oppressive society 
Partly, one suspects, he does this because c 
some quaint sentimentalism about thing 
Chinese. Partly, perhaps, because havin; 
painfully acquired some degree of master 
and expertise in the arcane subject o 
Chinese politics, there is naturally a great re 
luctance to admit that the whole thing is rot 
ten to the core. 

Beethoven and Schubert have little t 
fear from Kraus. Chinese musicians an 
composers, however, would be right to fin 
this attitude frightening; because all Kraus 
"analysis" cannot hide the huge burden o 
human misery that the People's Republi 
has visited on its musicians. 

Take the ones around whose lives th 
book is structured. Whatever else may b 
said of them, they have led scarred anı 
traumatised lives. The pianist Fou Ts'ong i 
in exile. His parents, distinguished intellec 
tuals, found they could take no more and ii 
1966 opted for joint suicide. The pianist Yin 
Chengzong, in an act of either breath-takin 
daring or informed political judgment 
pushed his piano onto the street during th 
Cultural Revolution, thus saving unknow1 
numbers of pianos. He fell with the Gang o 
Four, and was banned from playing th 
piano. Today he is once again struggling — 
this time to build a career in the US. And th 
pianist Liu Shikun, whose musical, political 
and (inevitably) financial fortunes rose anc 
fell with his father-in-law Marshal Ye Jian 
ying, has so far escaped jail for his allegec 
corruption. He sits at home, depressed anc 
uninterested in music. 

This is just the tip of a very ugly iceberg 
Victims are scattered throughout the bool 
like bodies after a battle. Kraus may claim hi: 
book is merely an explanation using ac 
cepted theoretical tools. Others may find hi: 
easy distance from his subject chilling. Ir 
particular, some may find his straightfor 
wardly Red Guard criticism of He Luting 
former head of the Shanghai Conservatory 
difficult to forgive. 

Wilfrid Mellers wrote that it is impossibk 
fully to understand Beethoven's Eroica Sym 
phony without understanding the Frenct 
Revolution, and, crucially, vice versa. Kraus 
book is a dramatic but depressing confirma 
tion of this rather pretentious soundinj 
hypothesis. 4 


9 NOVEMBER 198€ 





shorter side 





ing is impeccable, exactly. By early 

1989, the lure of the China market 
had already dimmed under the onslaught of 
rising costs, frequent capriciousness on the 
part of Chinese government and business 
organisations, and general economic. re- 
trenchment. And then came 4 June, which 
has caused many companies doing business 
in China to re-think the strategic underpin- 
nings of their business goals there and 
forced some out entirely. 

But still there will be foreigners trying to 
batter down the barriers to successful busi- 
ness operations in China. For the neophytes 
among them, Dealing with the Chinese makes 
a useful primer. 

It contains handy hints on the logistics of 
making business contacts and setting up 
meetings, and pointers on tactics commonly 
used by Chinese organisations to control the 
course of negotiations. For instance, the use 
of delaying tactics in the hope that the for- 
eign side, which may often be visiting China 
for a finite and short period of time, will 
make last-minute concessions to avoid hav- 
ing to leave without an agreement. 

Seligman's concrete advice and descrip- 
tions of hypothetical or actual interactions 
are often right on the mark, and almost any- 
one who has spent time in China will have 
frequently had similar experiences. Some 
examples include his description of the 
execrable telephone etiquette that is the 
norm in China, or his admonition that 
"negotiations with the Chinese are never 
really over" because the Chinese side will 
keep raising seemingly already-resolved 
issues in an effort to gain a more satisfactory 
result. 

Where the author seems to fall down is 
when he tries to generalise. What is the first- 
time visitor to make of the section on guanxi, 
which describes accurately the importance 
the Chinese place on personal relationships, 
and how it may be crucial to have an in with 
someone of influence in order to accomplish 
your business, which is followed cheek by 
jowl with the information, also true, that 
business relationships with the Chinese are 


Y ou wouldn't say Scott Seligman's tim- 


primarily institutional in nature; that is, your 


company with its counterpart organisations, 
rather than one person withanother. — . 
His book can also be disappointing when 


it offers the useful advice that “dealing with | 
the Chinese does not necessarily mean play- 


ing only by their rules," but follows that 
with long lists of the rules of Chinese be- 





... and on the 


haviour and practices that the foreign busi- 
nessman will violate at his peril. He also has 
à disconcerting tendency to make profound 
assertions that upon reflection are com- 
pletely nonsensical, such as the notion that 
"communication among Chinese is often far 
more subtle than among foreigners." Be- 


cause among the Chinese, supposedly un- 
like foreigners, "silence can speak volumes 


or what is left unsaid is as important as what 


-is expressed directly." 


Still, there is on balance much to be 
learned from Seligman's book. You could 
ignore his directions on proper banquet 
etiquette — like using the fat end of the 
chopstick to serve someone, which more 
likely would make a Chinese person think 
he was dealing with an idiot who didn't 
know which end of the chopstick was up — 
and usefully absorb his description of the 
Chinese bureaucratic mentality, which is 
likely to colour virtually every interaction a 
foreigner may have doing business in 
China. a Cari Goldstein 





In 1982, Vincent Chin, a young Chinese 
American, had his head bashed in by 
an unemployed car industry foreman called 
Ronald Ebens. While his stepson held Chin 
down, Ebens beat the Chinese with a 
baseball bat and killed him. At the bar where 
they had met earlier that evening, Ebens 
had made some racialist remarks and the 
three had come to blows. Ebens had taken 
Chin for a Japanese, one of those people 
whose inroads into the American car market 
had put so much of Detroit out of work. 

Westerners often lump the Chinese with 


_ the Japanese; the term Yellow Peril has been 


used of both groups in America. Of the two 
minorities, though, the Chinese have suf- 
fered the greater discrimination. They were 
the only immigrants ever to have been sing- 
led out by law for exclusion. “Their failure” 
to gain acceptance, a Japanese consul noted 
in 1891, “must be a lesson to us Japanese.” 

The fortunes of Japanese Americans fell 
to a nadir during World War H, when 
thousands were interned in camps and 
Chinese Americans took to wearing buttons 
proclaiming “I’m Chinese" or "I Hate Japs 
Worse than You Do.” 

Today Chinese and Japanese are again 
lumped together — along with Koreans, In- 
dochinese and Filipinos — as “Asian Ameri- 


cans." Roger Daniels’ chronicle, one of a tide 


of books about Asian Americans, tries on 
the one hand to set the two communities in 
contrast and on the other to show that the 
generalisations which apply to most immi- 
grants apply equally to Chinese and Japan- 
ese Americans. 
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A well-known exponent of modern 
Chinese nationalism, the scholar Zhang 
Binglin was one of those intellectuals who 
tried to prescribe a cure for imperial China's 
countless ills. If China was to survive, he 
grimly concluded, it must be rid of its Man- 
chu masters and embrace a nationalism 
rooted in its own "unique quintessence” — 
the weaker the nation (and China was piti- 
fully weak), he said, the stronger must be its 
nationalism. 

He did not hold with copying foreign po- 
litical models or with any form of cultural 
cosmopolitanism. Judging him by his writ- 
ings, historians have generally taken him for 
an anti-Manchu racist and a Han chauvinist. 


His biographer Young-tsu Wong quarrels 
with this view, and does what he can to - 


clarify Zhang's ideas. The task proves dif- | 
ficult, though, for it is hard to know where 


Zhang exactly stood, clouded as his ideas 


were by his interest in Rousseau, Mahayana 
Buddhism, Daoist philosophy and German 
metaphysics. 

Not n a smooth read. 





This book puts between hard covers the ` 
thoughts of a study group organised by the 
Royal Institute of International Affairs in. 
London. Its stated objective is to examine 
the main aspects of China's economic re- 
form, namely the "open" policy towards the 
West and the "new emphasis on regionali- 
sation." "Regionalisation," it presently 
dawns, is not what you think it is. To know 
what the authors are on about you have to 
translate it into phrases like "the use of mar- 
ket mechanisms" and "breaking the bureau- 
crats’ stranglehold on the economy." The 


turgidity of the writing makes parts of the - 


book wearisomely difficult to read. 

The blurb says that at the core of the 
economic transformation is "the realisa- 
tion that China's very size is a stumbling- 
block, imposing uniformity over an increas- 
ingly pluralistic economic and political land- 
scape." Now this is an indisputably impor- 
tant issue; one does have to start withadeep — 
breath when contemplating the scale on 
which problems have to be tackled in China. 


But in what ways does size inhibit plura- 


lism? Why does it necessitate uniformity? —. 
Alas, the book does not directly address ~ 
these questions. | | — 
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INDUSTRY 


4-Mb chip production to start as 1-Mb prices tumble 
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fter a two-year pere of 1 
megabit (Mb) dynamic-random ac- 
cess memory (DRAM) chips, during 
which producers enjoyed the 
biggest profits in the industry's stormy his- 


^. tory, Japanese semiconductor makers may 


. be forced to accept significant losses, or at 
. least temporarily drop out of the race to 
.. build bigger and better chips. 

= The start of mass production early next 


year of the 4-Mb DRAM will coincide with the - 

^. final year of the current "silicon cycle,” in 

_~ which high prices and shortages of memory 
- chips have traditionally given way to over- 


a production and drastically lower prices. 
South Korea’s appearance as a major 


< player in the 1-Mb, and probably also 4-Mb, 


memory market is another disturbing factor. 
It means that Japan can no longer control 
prices for DRAM chips, says J. H. Son, gen- 
eral manager of the Seoul office of the US 


... market research company Dataquest. 


Japan's top half dozen or so chipmakers 
have learned to respond quickly to market 
fluctuations since the 1985-86 recession, 


<: when overcapacity led to massive losses 
-. (and to the near elimination of the US indus- 


. try) Top Japanese companies, however, 
. complain that South Korean makers made 


"desperate" price cuts during July and Au- 
gust, when the chip market in Asia outside 
Japan suddenly weakened. 

Tokyo analysts also seem Uwod by 
Samsung Electronics’ plans for a major new 
fabrication plant at Kiheung, near Seoul, 
with a capacity of 25,000 wafers a month, 
aimed chiefly at the 4-Mb market. The Sam- 
sung plant is likely to take time reaching full 
capacity, given the difficulty raising yields 
with the untried 4-Mb production technol- 
ogy. But in theory it could turn out as many 
as 5 million 4-Mb chips a month, at least 
temporarily giving Samsung the largest pro- 
duction capacity in the 4-Mb sector. This is 
disturbing for companies like Toshiba which 
are counting on dominating the 4-Mb mar- 
ket. 

Toshiba and Hitachi plan to. start mass 
production of 4-Mb chips at the rate of 1 mil- 
lion a month from the end of March, while 
Mitsubishi Electric and NEC are expected to 
follow from late 1990. Industry analysts say 
there is ^no way" the market can absorb the 
total planned output of the four major Ja- 
panese companies, plus Samsung. But the 
chances of any one contender agreeing to 
withdraw, at least during the first year or 
two of production, are minimal according 
to Susumu Kurama, a semiconductor 
specialist at the Tokyo office of Dataquest. 
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A severe shakeout at a later stage in the 4 
Mb product cycle is more likely. This may re- 
semble the situation in 1985-86, when exces- 
sive Japanese investment in production of 
256-kilobit (kb) DRAMs led to massive losses 
and the partial or complete withdrawal of 
some companies from chipmaking. 

Casualties of the 4-Mb cycle are not likely 
to include Samsung Electronics. But life 
could become difficult for smaller South Ko- 
rean makers, and also for marginal Japanese: 
producers below the big league of Toshiba, 
NEC, Mitsubishi and Hitachi. 

As a taste of what may be to come in the 
4-Mb market, Toshiba announced recently 
that it will market the chips in March at five 
times the price of 1-Mb chips, whatever that 
may be at the time. Toshiba’s general man- 
ager for semiconductor marketing, Taizo 
Nishimuro, told the REVIEW that the com- 
pany’s five-to-one offer is unprecedented. 
No such formula was used when the 1-Mb 
chip was launched in 1987 and current mar- 
ket prices of the 1-Mb chip are still more than 
five times those of 256-kb DRAMs, the 1-Mb’s 
predecessor. 

Toshiba says it felt obliged to introduce 
the formula because the 4-Mb chip may offer 
consumers less of an advance on its pre- 
decessor in terms of power consumption 
and n than the 1-Mb id did over the 
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256-kb DRAM. A ee for Mitsubishi 
Electric criticised Toshiba's offer, saying that 
it would be “impossible” for the company to 
maintain a 5:1 price ratio. 

Another looming issue for Japanese chip- 
makers is the “political” need to invest in 
overseas production. Starting with NEC, 
which has announced plans to build a 4 
Mb chip factory in California with a comple- 
tion date of spring 1991, all the major Japan- 
ese makers are expected to start integrated 
production of 4Mb chips in the US and 
Europe by the early 1990s, either as wholly 
owned “greenfield” factories or through 
joint ventures. NEC’s California plant alone 
will have a capacity of 4-5 million chips a 
month, equivalent to double the effective 
capacity of the current 1-Mb output of 
Toshiba, the largest Japanese DRAM maker. 


ffshore production of chips will be 

designed to soften US resentment 

to Japanese exports. But Dataquest 

stresses that memory chips — un- 
like cars — are a commodity product. This 
means there is no specific economic advan- 
tage to be gained by producing close to the 
market. 

In contrast with the problems that loom 
in the 4-Mb market, Japanese electronics 
companies have managed to chalk up re- 
markable gains from the 1-Mb chip. Sales of 

1-Mb DRAMSs are estimated to have contri- 
buted about 60% of Toshiba's gross profits 
in the 12 months ending in March 1988 and 
will be an important profit source in 1989 as 
well. However, Toshiba's Nishimuro told 
the REVIEW that the market for DRAM chips 
had weakened drastically since early 1989, 
when most producers (and consumers) be- 
lieved there was a "structural shortage." 

Production of 1-Mb chips was roughly in 
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balance with demand in the second quarter 
of the year, but moved rapidly into surplus 
from the summer onwards, Nishimuro 
says, as a result of increased production by 
Japanese producers such as NEC and Ma- 
tsushita. Chip prices fell sharply, especially 
in Asean, as consumers withdrew from the 
market, and a handful of producers began 
slashing prices to maintain market share. 
South Korean price cuts were the main 
reason, Nishimuro says, why spot-market 


The boom subsides 


prices for standard 1-Mb chips have fallen as 
low as US$7-8 in Southeast Asia, almost 40% 
lower than in the January-March quarter. 
The failure of South Korean companies 
to get their chips "qualified" for use by Ja- 
panese computer manufacturers has tended 
to insulate the Japanese market from the full 
effect of Korean price cutting. But big Japan- 
ese companies selling on long-term contract 
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to domestic consumers have come under se- 
vere pressure to cut prices. Nishimuro says 
Toshiba originally set a price of US$12 for 
chips to be delivered in the fourth quarter of 
1989 but is now facing demands from its cus- 
tomers for a US$1 reduction. 

The company expects more price volatil- 
ity in 1990 as two more South Korean com- 
panies enter the market and a number of 
European and US producers, including 
Siemens and Texas Instruments, step up 
production. This should more than com- 


| pensate for the Japanese chipmakers now 
| freezing their output of 1-Mb chips, says 


Nishimuro. Toshiba is rumoured to have cut 
its output by 10% since mid-summer (to 
around 9 million chips a month). Its lead 
was followed in August and September by 
Hitachi, NEC and Mitsubishi. 

In South Korea, Samsung Electronics an- 
nounced in late September that it was hold- 
ing its production at the current level of 
around 5 million chips a month. This was 
seen in Japan as a significant (if belated) ges- 
ture of South Korean cooperation, given 
that Samsung's current 1-Mb production 
capacity is probably 6-7 million chips a 
month. 

Japanese willingness to cut output when 
prices fall (presumably on advice from the 
Ministry of International Trade and Industry 
[Miti]) is one reason why the bottom proba- 
bly will not fall out of the 1-Mb chip market. 
But industry watchers are far less confident — 
that the main Japanese companies willlisten |. 
to Miti's cautions during the early stages of 
the 4-Mb market. 

But demand for 4-Mb chips, once the 
new “silicon cycle” gets under way, could be 
exponential. The advent of digitalised TV 
and fax machines could provide a use for all 
the chips Japanese companies can make. 8 
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COMPANIES 


Peking’s squeeze cuts demand for cars 


Driven away 


By Louise do Rosario in Peking $4 


otor-vehicle joint ventures in China 
M have been hard hit by Peking’s au- 

sterity measures despite repeated 
assurances that foreign operations will not 
be affected by the retrenchment programme 
introduced in September 1988. 

The three leading motor-vehicle manu- 
facturing joint ventures in China, Shanghai 
Volkswagen Automotive Co., Beijing Jeep 
Corp., partly owned by Chrysler Corp.; and 
Guangzhou Peugeot Automobile, are suf- 
fering because of the high consumption tax 
and other fees introduced to dampen infla- 
tion, a big reduction in the number of sales 
agencies, and the stricter control of purchase 
permits required by car buyers. 

These measures, introduced in April to 
curb the insatiable appetite of Chinese enter- 
prises for motor vehicles, especially foreign 
ones, has cut the joint ventures’ output and 
delayed their efforts to increase local con- 
tent. Meanwhile, unsold cars have piled up 
as keen buyers have been shut out of the 
market. 

Executives of the joint ventures are lob- 
bying Peking to relax the strict controls be- 
cause they fear they will face more serious 
problems as China's recession deepens. 
Based on earlier optimistic economic fore- 
casts, the joint ventures had hoped to reach 
peak production in the mid-1990s. 

Sino-foreign joint ventures have suffered 
to varying degrees as a result of Peking's au- 
sterity measures, with those involved in the 
manufacture of motor vehicles, electrical 
appliances and other consumer products 
being worst hit. Car makers have come up 
against the added problem of a politically 
driven policy to promote the use of China- 
made cars, such as the Red Flag. 

Nevertheless, Peking has a strong vested 
interest in ensuring that these joint ventures 
— symbols of foreign confidence in China 
— are successful. But as the Beijing Jeep's 
foreign-exchange shortage problem in 1986 
showed, it may take high-level official inter- 
vention and many months before the cur- 
rent problems can be resolved. 

According to the Peking-based Financial 
News, Beijing Jeep had stockpiled more than 
3,600 Jeeps, worth Rmb 70 million (US$18.8 
million), by late June. Meanwhile, Guang- 
zhou Peugeot has had to reduce its target 
production from 7,000 to 5,800 this year be- 
cause of strict controls on imports of car 
components and the depressed market. 

A Volkswagen official said his company 
stopped production for two weeks in early 












China stamps on the brake 
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October because its sole wholesaler, Shang- 
hai Automobile Tractor Industrial Corp. 
(SATIC), had run up against serious sales 


IMH AXIS 


problems. By early October, sATIC had 
stockpiled several thousand Shanghai Volk 
swagen Santanas, worth about Rmb 20 
mllion, according to Hongkong-based Wen 
Wei Po. 

China’s car output, including joint ven: 
ture production, tripled from 196,300 ovei 
1982-88. Foreign-designed cars assembled ir 
China have been popular until recently be 
cause they could be purchased more easily 
than imported ones and because of their bet: 
ter quality. Tight controls have kept China’s 
imports of cars under 95,000 a year in 1987- 
88 after reaching a peak of 353,992 in 1985. 

Of all the new controls, the purchase per: 
mit has bitten deepest into the market. Mos! 
potential car buyers have the money but not 
the approval to buy one. 

But car prices have also risen steeply. The 
ex-factory price of a Santana is Rmb 79,20€ 
but the retail price is Rmb 179,000. That price 
includes a consumption tax of Rmb 20,000 
and another 20-30% handling fee charged 
by provinces. In some places, the Santana 
costs as much as Rmb 210-230,000. 

A sharp cut in the number of authorised 
car distributors — from several hundred to 
56 this year, or an average of two for each 
province — has also contributed to the de- 
cline in sales. Ei 
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Travel firms challenge reservations monopoly 








By By Michael Westlake in Westlake in Hongkong 


row between Hongkong travel 
A eo and owners of a multi-airline 
computer reservations system (CRS) 
may lead to worldwide changes in the way 
travel agents and CRS operators do business. 

The row centres on what travel agents 
claim is an attempt by an over-mighty CRS to 
use its technological prowess to reinforce its 
stranglehold on travel information and ser- 
vices. 

The dispute involves the Hongkong 
Travel Industry Council (Tic) and Abacus, 
a CRS whose partners are Hongkong's 
Cathay Pacific Airways, Singapore Airlines, 
Taiwan's China Airlines, Philippine Air- 
lines, Malaysia Airlines and Royal Brunei 
Airlines. 

Relations between Tic and Abacus staff 
have been dogged by misunderstanding 
and a lack of communication for some time. 
Most of the friction between the two has 
centred on who will ultimately control the 
travel agents' computerised ticketing service 
— and hence their future. 

Traditionally, about 80% of the world's 
airline tickets are sold through travel agents, 
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Agents of change 


who have had tightly controlled access to 
airline reservations systems. 

In Hongkong, about 1,100 travel agents 
have been licensed by Tic, a regulatory body 
overseen by government. Of these, some 
90 odd agents come under the auspices of 
the International Air Transport Association 
(lata). They do about 70-75% of the ticketing 
work in the territory. 

The rest are sub-agents who, by and 
large, operate as subsidiaries of the major 
companies, making reservations by tele- 
phone and then via the bigger agencies’ 
computer systems. 

Few of the bigger agencies have their 
own computer systems. Most rely on tied 
systems — with hardware and software 
supplied and controlled either by Cathay, 
via the Cathay Unisys Travel Agents' Sys- 
tem (Cutas), or by the Cable and Wireless- 
supplied Travel Agents Reservations Ex- 
change (Tarex). Agents also endure the dis- 
advantage of having a dedicated CRS-suppli- 
ed terminal for each reservation system. 

Cutas is in the process of becoming 
Abacus. During the change-over agents are 
being offered access to Pars, a system de- 
veloped by Northwest Airlines and Trans- 
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"World Airlines of the US. The 
Abacus system is based on Pars, and 
"will run on Pars equipment for about 
sa year before being switched over to 
Abacus which will run from new 
headquarters in Singapore. 
But when Abacus representatives 
told agents about its intentions, in- 
«luding the supply of software for 
accounting functions as well as reser- 
vation work, they also discussed the 
possibility of total automation. — 
such as automatic ticketing machines 
and television displays of foreign 
hotels and tours. 
Talk of such total automation, 
however, generated fears among 


travel agents that they might be Airport check-in: who delivers the passengers? 


pushed out of their industry by 
technological developments. In addition, 
the impression created by the airlines was 
that they were giving the agents what they 
felt was best for the industry rather than 
what the agents themselves thought was in 
their best interests. As these fears coalesced 
into opposition, Tic developed its own, 
rival, software known as the Tic Travel 
Agency System (TicTas). 


ic's aim in developing TicTas was not 
| just to have its own front- and back- 


office software, essential though that 
is to accounting efficiency. It also wanted to 
safeguard its independence by developing 
an ability to connect its members’ own 
machines directly to CRS data networks, 
thereby avoiding having to rely on CRS- 
supplied computers and software, each of 
which have their own set of commands and 
levels of access. 

But Tic members and Abacus have re- 
mained at odds over the reservations sys- 
tem, with Abacus denigrating the Tic's tech- 
nical ability and initially standing firm on a 
total CRS-supplied system. 

The row came to a head in mid-October. 
Rival CRS, Sabre, one of the world’s two 
biggest so-called global distribution systems 
for airline seats, hotels and car rentals, en- 
tered the fray, tempted by the chance of 
gaining a foothold in the Hongkong market. 
Sabre, which is owned by American Air- 
lines' parent AMR, had been engaged by Tic 
to provide airline reservations and other 
data. 

Following a demonstration of both Sabre 
and, separately, TicTas to members of the 
Society of lata Passenger Agents (Sipa), a 
body comprising 87 of Hongkong’s lata 
travel agents, Sipa members were urged not 
to sign up for Abacus unless it was agreed 
that it could be received through TicTas 
software. 

Hackles were further raised among 
Abacus officials when Sipa also sent a letter 
to the CRS couched in similar terms. Sipa 
hoped that Abacus would now allow its 
data to be supplied to travel agents' own 
machines. 
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The proprietary stranglehold of Crs had 
already been broken by Sabre which made 
its data available through an Australian mar- 
keting subsidiary, using Australian airline 
Qantas' network Fantasia as the communi- 
cations medium. Tic naturally hoped that 
Abacus would become the second CRS to 
agree to a data only service. 

Initially, Hongkong-based Abacus staff 
said TicTas was a separate agency and in- 
sisted there was no way Abacus could deal 


oz; With its end-users via a monopoly 
third party. But senior Abacus mana- 

x. gers have since said they have no ob- 

* jection, subject to technical compati- 
bility, to agencies using their own 
machines and software to obtain data 
from Abacus. 

Tic members want access to 
Abacus because they see it as being of 
far more use than Sabre as Abacus 
partners provide about 70% of airline 
seats out of Hongkong. 

Both sides in the dispute now 
hope that they can establish a more 
friendly relationship. Questions 
about TicTas’ capabilities remain, 
and must be resolved by tests which 
begin this month before the software 
becomes generally available in Janu- 

ary — the same time as Abacus’ own pro- 
ducts become available to travel agents. 

But in principle, Tic has proved by its 
stand that agents can achieve indepen- 
dence. The outcome is expected to lead to 
similar data-only offers by other CRS provid- 
ers. This will give agents the option of multi- 
ple connections to different systems via one 
machine, thus offering potentially better 
deals for the ultimate end-users — the pass- 
engers, E] 
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SIA swaps shares with Delta Airlines of US 


In for the long haul 








By Michael Westlake in Hongkong 
multi-million dollar share swap be- 
tween Singapore Airlines (SIA) and 
Delta Airlines of the US, announced 

on 27 October, promises to bring huge bene- 

fits to the Asian carrier through feeding 
passengers to and from Delta's vast domes- 
tic US network. 

Foreign carriers are barred from the giant 
US domestic market and have access only 
via a number of international gateways, in- 
cluding Honolulu, San Francisco and Los 
Angeles on the western side, and New 
York, Washington and Miami on the east- 
em side. 

Thus, under what are termed cabotage 
rules, an SIA flight from Singapore to San 
Francisco via Honolulu is unable to pick up 
passengers for the domestic US sector in 
either direction. And passengers wishing to 
go from Singapore to an internal US city 
must change to a domestic US carrier at an 
SIA gateway in the US. 

Asian carriers can therefore win consid- 
erable benefits by arranging to match sche- 
dules with a US airline, so that, in this case, 
an SIA flight to the US connects conveniently 
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with the largest number of internal flights. 
And similarly, the US carrier benefits by cap- 
turing outbound traffic from the US to pass 
on to the foreign airline. 

Such arrangements started in Europe 
and are becoming commonplace, extending 
beyond merely matching schedules to em- 
brace mutual marketing, to the point that 
both airlines’ connecting flights can share 
the same status in giant computer reserva- 
tions systems — a status called code-shar- 
ing. Also, both airlines can profit from de- 
veloping joint end-to-end fares and a variety 
of tourism packages. 

There are also defensive advantages to be 
won — airlines which do not enter some 
such cooperative deal with other carriers risk 
being isolated in marketing terms, since the 
present trend is towards "mega-carriers" 
with enormous marketing power in the US 
and Europe. 

But whether or not there is any real merit 
in going so far as to swap small amounts of 
shares is a matter of intense debate among 
observers. In the stA-Delta case, for instance, 
about 5% of Delta, worth about US$180 mil- 
lion, is being swapped for close to 3% of an 
enlarged SIA equity base of the same value, 






.— though this will result in a fall in earnings 


= per SIA share of about 5 S cents, sia has 


=> The point of the share swap, observers 
. believe, is to encourage both sets of staff to- 


greater motivation, as well as to ensure that 


each airline has a financial motive at board 


~ level for looking after the other's interests. - 
The relative sizes of each airline are al- 
most academic providing that each has a 
network of value to the other. In the sta- 
Delta deal, for instance, Delta has a vast net- 
work of 141 domestic US cities, served by a 
fleet of 406 aircraft. Its profit for 1988-89 was 
US$460.9 million, or US$1.14 million per air- 
craft. 
In comparison, SIA has a fleet of only 38 
. aircraftandin 1988-89 madea profitofS$985.3 
million (US$503.2 million), or US$13.2 mil- 
lion per aircraft. Such a comparison is not 
. particularly relevant, because the bulk of 
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Delta's operations are domestic and rela- 
tively short-haul, and the fleet has about 330 
 narrow-bodied aircraft. siA's operations are 

all international, a large proportion being 
long range, and the vast majority of its fleet 
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. Some observers also say the rash of al~ 
liances is giving them a sense of déjà vu — far 
from being a.new trend, the scenario is re- 
miniscent of the 1940s and 1950s, they say, 


. when many airlines had strategic sharehold- 


ings in each other. Others see the process as 


à further step in the globalisation of the air- 


line business, an almost inevitable conse- 


. quence of the wave of liberalisation of the 


past 10 years — providing it is allowed to 
continue. n 

British Airways (BA) has had a marketing 
alliance with the US' United Airlines for 
some time for the same reasons. The Dutch 
KLM, BA and Beligum's Sabena have linked 


-. Seoul strikes deal with Gatt to fend off trade reprisals 





- By Frances Williams in Geneva 
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e October it formally renounced its 
. rights under Gatt’s Article 18 to restrict im- 
- ports on balance-of-payments grounds. De- 
. Spite this renunciation, Seoul looks to have 
-. Struck a deal with Gatt which will help it 
fend off trade complaints, while only margi- 

. nally hastening liberalisation. 

In a deal struck with Gatt’s balance-of- 
payments committee, Seoul agreed to phase 
out its remaining import curbs over eight- 
years, in return for assurances from Gatt 
members that they will “exercise due re- 
straint” in challenging trade restrictions 
under the trade body's disputes proce- 
dure. 

The deal will allow South Korea to avoid 
dozens of potential complaints to Gatt about 
its trading practices, modelled on the US, 
Australian and New Zealand successful ob- 
jections to Seoul's restrictions on beef im- 
ports. In June, a Gatt disputes panel ruled 
that Seoul could not justify its practices 
under Artide 18 of Gatt, which allows 
developing countries with  balance-of- 
payments problems to impose import 
quotas. 

. South Korea has been running huge 
. trade surpluses since 1986, and even this 
-. year, in the face of strikes, inflation and a ris- 
. ing won, the IMF predicts a current-account 
surplus of about US$6 billion. 

.' The South Korean Government has so 
. far refused to accept Gatt's findings on beef, 
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the row. But some trade diplomats be- 
lieve South Korea will shortly liberalise 
its beef market, estimated at US$500 million 
a year — perhaps in time for the meeting 
of Gatt's governing council on 7 Novem- 
ber. 

Restrictions on beef imports are likely to 
be lifted a good deal faster than most of the 
rest of South Korea's import restraints, al- 
most all of which apply to agricultural pro- 
ducts. For though Seoul understandably 
chose to emphasise the political sensitivity 
of its farm trade, pointing to angry demon- 
strations by farmers against any relaxa- 
tion of beef imports, its concessions are 
rather less sweeping than they appear at 
first sight. | 

South Korea has been granted an eight- 
year transition period rather than the 10 
years it was seeking. Apart from that, its 
liberalisation commitments are much what 
Seoul was planning anyway. 

Under a three-year. programme an- 
nounced this spring, about 270 items will be 
liberalised. Seoul has promised that it will 
phase out the 274 remaining restraints by 
July 1997 in two successive three-year pro- 
grammes from 1991. The market-opening 
measures will apply equally to all trading 
partners. 

The abandonment of Artide 18 justi- 


fications is not, in any event, irreversi- - 


ble. If South Korea were once again to 
suffer chronic balance-of-payments difficul- 
ties it could seek to invoke Article 18 once 
again. 
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up recently, as has Air France with Ger. 
many's Lufthansa and Swissair with Scan- 
dinavian Airlines System. SIA is also in 
volved in a marketing agreement with Ai 
Canada and is said to be looking for a similar 
agreement with a European airline. Mean- 
while Hongkong's Cathay Pacific Airways 
has agreed to match schedules with Ameri- 
can Airlines through Los Angeles to San 
Francisco next year, with more such ar 
rangements being discussed. 

Meanwhile, Swissair has announced that 
it is looking for a partner in Asia, though 
which airline it sees as the most likely pros- 
pect is unknown. A means of feeding traf- 
fic around Asia would be of obvious advan- 
tage to Swissair, whose access to the region 
is relatively small. But for Asian carriers al- 
ready serving several points in Europe, the 
advantages of such a tie-up might seem 
marginal. = 


Mark Clifford writes from Seoul: Seoul ap- 
pears to have surrendered nothing of sub- 
stance — though the compromise does 
codify South Korea’s frequent promises tc 
liberalise its agricultural trade. Moreover, 
the deal will not necessarily end US pressure 
on agricultural imports, since South Korean 
officials have vowed to keep strict curbs on 
beef and rice imports. 

The US has threatened retaliation if Seoul 
does not accept the Gatt's ruling on beef 
by mid-November. Such retaliation would 
probably be levelled at non-agricultural 
items, since South Korea's agricultural ex- 
ports to the US are so limited. 

Officials in Seoul promise a "substantial 
increase" in the beef quota for next year with 
further increases to follow, but have given 
no signs of accepting the Gatt verdict. 

Beef and rice imports are "a question to 
be discussed in the context of the restructur- 
ing of our entire economy," says Assistant 
Foreign Minister Hong Soon Young. Hong 
adds that restrictions on beef and rice can be 
justified on grounds of Gatt's "social sec- 
urity and safety" clauses, 

The South Korean attitude remains ex- 
tremely confused. Officials are clearly wor- 
ried by the political implications of liberalisa- 
tion, particularly since they believe most 
urban consumers are willing to pay more for 
their food to support farmers. 

However, some officials want to use the 
international pressure to help cut back 
South Korea's inefficient farm sector more 
quickly. Other officials, probably the major- 
ity, hope that eventually the sector will be 
able to compete against imports — though 
the harsh climate and scarcity of land makes 
this somewhat unlikely. 

The South Koreans persist in playing 
down the disputes. Hong says that the beef 
dispute involves only a small amount of 
money, and that the US is focusing on it 
only because most large trade issues have 
been solved. a 
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V he US debates government aid for HDTV 








"y Susumu Awanohara in Washington | 


evelopment of high-definition tele- 

vision (HDTV) has become the rally- 

ing point in the increasingly shrill 
Jebate in the US over the country's claimed 
oss of technological competitiveness to 
Wapan. Politicians, government officials and 
electronics industry leaders are calling for 
US government assistance to develop the 
aew television technology, accusing the 
Bush administration of foot dragging and 
short-sightedness. 

The lobby for federal aid to halt the ero- 
sion of US technological superiority is gain- 
ing strength. In late October, 30 members of 
congress and representatives from 100-odd 
companies and institutions renewed their 
call for HDTV development, urging legis- 
lators to support bills now before congress 
and Bush to take make up his mind. 

The National Advisory Committee on 
Semiconductors, a joint business-govern- 
ment grouping, is also about to launch a 
campaign to urge the government to play a 
more active role in ensuring that US com- 
panies can re-enter the consumer electronics 
industry. 

The committee will ask the government 
to consider local-content requirements for 
products sold in the US and help for US 
companies acquiring foreign technology. 
The committee does not promote HDTV di- 
rectly, preferring to champion consumer 
electronics generally. This is to deflect resist- 
ance against helping specific industries or 
products and against attaching too much 
importance to HDTV as a strategic "driver 
technology." 

Nonetheless, HDTV advocates hope that 
the committee, and its forthcoming report 
on semiconductors and consumer elec- 
tronics, will provide new impetus to HDTV 
development. The committee also wants to 
set up a Consumer Electronics Capital Corp. 
to provide low-cost, long-term capital. 
These initiatives follow an American Elec- 
tronics Association call on congress to pro- 
vide US$1.35 billion in grants, low-interest 
loans and loan guarantees for HDTV. It has so 
far been ignored by congress and the admin- 
istration. 

Some bills now before congress deal 
specifically with HDTV, proposing incen- 
tives, including direct research and develop- 
ment (R&D) funding, enlarged R&D tax credit, 
government agency purchases to guarantee 
an initial market and restriction of foreign 
entry into the US HDTV market. Two such 
bills would have the government allocate 
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Stronger signals 


US$100 million a year for five years for HDTV. 

Other measures are aimed at strengthen- 
ing US industry as a whole and include ef- 
forts to reduce capital-gains taxes or relax 
anti-trust constraints on cooperative efforts 
among companies. A new bill to set up a 
Technology Corp. of America with federal 
financing to promote HDTV development is 
in the works. 

The administration has not made up its 
mind about how far to back HDTV. Com- 
merce Secretary Robert Mosbacher initially 
hinted that his department intended to take 
leadership in shaping Bush's technology — 
including HDTV — policies (REVIEW, 15 
June). But after sharp criticism from free- 
market economists in Bush's inner circle, 
Mosbacher retreated. He now urges only 
that anti-trust regulations should be relaxed 
to allow otherwise competing electronics 
companies to join forces to develop the HDTV 
technology. l 

Budget director Richard Darman and 
Council of Economic Advisers chairman 
Michael Boskin insist the government 





Japan’s HDTV: US seeks new impetus. 


should limit itself to macro — or at most, 
“generic” — policies rather than targeting 
products for development. The administra- 
tion's response to the various HDTV pro- 
posals, first promised for July, has yet to be 
made public. 

So far, the only support Bush is giving 
HDTV comes from the Defence Department's 
Defence Advanced Research Projects 
Agency (Darpa) for high-resolution flat 
screens. In the absence of direct admini- 
stration support, Darpa was planning to 
put US$30 million over two to three years 
into HDTV from other agency program- 
mes, compared with the US$100 million it 
thinks is necessary. Compared with sums 
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spent on HDTV development in Japan 
(an estimated US$1.4 billion) and various 
forms of subsidies Japanese companies are 
said to have received from Tokyo, US$30 
million is considered a pittance. 

While opposition to direct industrial as- 
sistance is strong in the US, there is growing 
concern that correct macro or generic 
policies may not be enough to arrest the ero- 
sion of US competitiveness. There is also ris- 
ing criticism of the view that US is at the 
technological cutting edge and need not 
worry about Japanese competition. 

The US cannot even claim to be at the 
cutting edge of HDTV — the Japanese are 
clearly ahead. Some US HDTV advocates fear 
that Sony, which recently acquired Colum- 
bia Pictures, may start cranking out high 
quality HDTV movies and video tapes, 
though high-resolution video-cassette re- 
corders are still years away from commercial 
production. Such a move would establish a 
de facto standard even before the US de- 
cides on its standard. 

There are clear signs that use of national 
security arguments for government involve- 
ment in HDTV and other technologies will be- 
come more prevalent. Congressman Don 
Ritter, co-chairman of the HDTV caucus, says 
“the civilian economy, particularly . . . in ad- 
vanced electronics, is more and more driv- 
ing defence innovation, and if you don't 
have the economies of scale that you're get- 
ting with mass distribution . . . you can't 





produce these things for the military at any 
kind of reasonable cost." 

The much-awaited study Defence Indus- 
trial Cooperation with Pacific Rim Countries by 
the Defence Department's Defence Science 
Board — the same group that produced the 
celebrated 1987 Semiconductor Dependency re- 
port which led to the setting up of the busi- 
ness-government semiconductor institute, 
Sematech — will argue that national security 
can no longer bé viewed only in military 
terms but must include economic welfare as 
a key component, and that in order to re- 
verse the relative decline of US technology, 
an explicit long-range national technology 
policy is needed. . 
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Aid in search of a policy 


hina's spring fever has given Japan 

a cold. As a result of the turmoil 

that followed the suppression of 

democratic urges in Peking, the 
amount spent on aid to Japan's second- 
largest recipient is likely to be less than last 
year's US$700 million. So, for the second 
year running Japan is not expected to meet 
its cherished objective of becoming the 
world's largest aid donor. 

This hiatus gives Japan a perfect oppor- 
tunity to ponder whether there is more to 
the aid business than merely becoming 
No. 1. In its rush to overtake the US in 
spending on official development assistance 
(ODA), there has been an obssessive preoc- 
cupation with means instead of ends. Japan 
has been criticised, often justifiably, for the 
poor implementation of its projects. This is 
hardly surprising in view of the fact that 
its annual aid budget has quadrupled to 
more than US$9 billion since 1978, while the 
staff to dispense the largesse has only grown 
by 20%. 

There is a much bigger issue at stake, 
however, than a question of means — the 
ends the aid is intended to serve. Japan has 
no clearly considered aid policy and fails to 
explain what its objectives are. Because 
Tokyo does not have a precise idea of its ODA 
goals, it is impossible either to assess the 
success of the policy or to choose the appro- 
priate means to pursue them. 

Foreign aid receives scant attention from 
the Japanese people or its leaders. This is 
puzzling because of the overriding impor- 
tance of aid to Japan. It is a global economic 
power, but the post-war constitution re- 
nounces "the right of belligerency." It there- 
fore cannot use military might in pursuit of 
its overseas policy and has no ideology to ex- 
port. This leaves official aid as the prime 
means available to the government to influ- 
ence events far from home. 

Why the lack of discussion? The first pos- 
sible explanation — which can be im- 
mediately dismissed — is the so-called "re- 
quest basis" for Japanese aid projects. Offi- 
cials make great play of the fact that they 
only approve ODA loans for items that have 
been specifically asked for by the recipient 
country. This may be an admirable practice, 
but it does not obviate the need for a policy. 
The real reasons for the inattention are 
broadly political. 

Parliament in Japan is chronically weak 
in policymaking, nowhere more so than in 
aid matters. It takes a spasmodic interest in 
the subject when the annual aid budget is 
passed and MPs have tried without success 
to consider whether Japan should have a 


law to govern ODA. Some of the more inter- 
nationally minded politicians are trying hard- 
er to influence the aid process, but they 
have a long way to go to make much impact. 
The result is that ODA policy is dominated by 
technocrats who, like their colleagues the 
world over, are much less comfortable dis- 
cussing goals than focusing on the means to 
achieve them. 

The other reason is that much of the pres- 
sure on Japan to increase its aid budget 
comes from abroad. In its rush to do what it 
is told by shouldering more of the West's in- 
ternational burdens, Tokyo does not have 
the time (or the inclination) to study what its 
aid objectives should be. Politics abhors a 
vacuum and if Japan cannot fill it, others like 
the US are more than happy to tell them 
how to spend their aid budget. 

This point also holds true for Japan's 
newspapers, which have concentrated 
on failed aid projects and faulty implemen- 
tation, because they do not have an offi- 
cial ODA policy to get their teeth into. Con- 
tinual harping will erode the precious 





Kaifu: lack of planning. 


domestic consensus which has supported 
the growth in Japanese aid to the Third 
World. 

In the US, aid policy has gone to the op- 
posite extreme of becoming overpoliticised. 
In a recent, pessimistic assessment of its ex- 
perience, the country's Agency for Interna- 
tional Development listed no less than 31 aid 
objectives, ranging from building demo- 
cratic institutions to the disposal of US food 
surpluses. The report said that in the ab- 
sence of a consensus on the matter, "the 
strategy has become one of banding enough 
specific interests together to keep an ever 
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more encumbered and untargeted pro 
gramme alive." 

By contrast, the 1988 annual rt or 
Japan's ODA published by the Foreign Minis 
try contains only about two pages of mate 
rial on aid objectives, out of a total of 110 
These describe the basic philosophy under 
lying the programme as that of interdepen- 
dence and humanitarianism. The report 
goes on to establish a three-fold purpose tc 
Japan's aid: the promotion of global eco- 
nomic growth through Third World deve- 
lopment; its contribution to international 
peace and stability; and the alleviation of 
poverty “in the 21st century.” These aims 
are about as innocuous as motherhood and 
soyabean curd. 

In reality, Japan's unstated aid objectives 
are somewhat more precisely defined than 
they might appear. In the 1960s, ODA was 
used to promote exports, which continues 
to this day to give the country a reputation 
for tying aid to Japanese business even 
though other donors are now bigger culprits 
in this respect. After the 1973 oil crisis, the 
policy switched to securing raw-material 
supplies, which led to the rapid growth in 
aid to the Middle East and Indonesia. 

This decade has seen another big change 
in goals, as Japan has worked hard to head 
off protectionism in the West. The effect has 
been to boost aid to strategically important 
countries with which Japan does not have 
particularly close links, such as Turkey, 
Pakistan and Egypt, in order to show that 
Japan is not taking a free ride at US expense. 
Whenever the prime minister announces a 
large programme to recycle its current-ac- 
count surplus, it does so at the annual meet- 
ing of the Group of Seven industrialised 
countries, its key audience. Although only 
1876 or so of the US$65 billion recycling plan 
is technically defined as aid, Japan does not 
try very hard to correct the misreporting of it 
as an "aid" scheme. 

If the aim is to clip the wings of trade 
hawks overseas, there are better ways to do 
it (like opening Japan's market to more im- 
ports). Aid has better uses. This will become 
obvious to Japan if it chooses a middle 
course between its current method of pre- 
paring an ODA programme behind closed 
doors and the US way of cobbling together a 
half-baked congressional compromise. The 
first step is to begin a more open discussion 
— in academia, parliament and the media — 
on what Japan's aid objectives should be. 
The eventual result might be a clearer idea of 
its overall foreign policy. Not a bad idea if 
Japan's voice is to be heard by the rest of the 
world. u Nigel Holloway 
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Technology that turns 
the world around. 


Can you still remember? When copiers were monstrous machines 
— and all they did was copy. Printers for personal computers were 
noisy — and if the text looked good, the graphics didn't. Fax was 
barely good enough to see the point — nevermind the 
details. And cameras? Only a pro could show you the 
magic you wanted to see. When corporations talked 
about business, what they meant was the bottom line. 


Color Laser Copiers tools for creating originals. 

Our user replaceable Canon cartridge made Personal 
Copiers possible — and Laser Beam Printers, too — 
which led to desktop publishing. 








Now we've invented a fax so good — with 64-level grey scales — that 
even photographs are transmitted with startling clarity. And with our 
new EOS Autofocus SLRs, even a novice can capture 
professional-quality images. 

Today you will find our technology at work on 
|, the frontiers of space, energy, semiconductors, new 
materials and medical science. You will 
find our plants and research centers around the 
globe. Wherever you find us, you will also find a 
firm commitment to mutual respect, and to nur- 
turing individual talent. Turning a profit? 
Of course, it's important. But we wouldn't call it the reason we're here. 
Our niche is turning the world we all inhabit into a visibly better 
place, through innovation you can share. 
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It is no longer sufficient for in- 
vestment banks to offer issuer or 
investor clients advice purely on their 
domestic capital market. 

These days, after all, investors 
arc focusing more and more on 
global sector trends. Not just at an 
individual country's investment 
potential. 

That's why, at BZW, we have 
one of the world's largest teams of 
economic, fixed income and equity 
analysts. 

They provide the cross-border 
intelligence on 21 countries and 2000 
companies which backs up our ability 
to value and place securities, and 
support an after market in those 
securities, throughout the world. 

Whether it's bonds, swaps, other 
hybrid instruments or equities, we 
can now produce the right inter- 
national investment package for any 
client, anywhere in the world. 

Indeed, we now have the re- 
sources to help industry and business 
treat the world as one market. 

Just às we treat it as one invest- 
ment market. 

To find out how David Band's 
view of the investment market could 
help your business, send your 
business card to him at the address 
below. Or telephone usin Hong Kong 
on 5 8415123. 
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— A core concern 


bout two hours after the start of the 
Fourth International Seminar on 
Earthquake Prognostics, a quake of 
e 6.9 magnitude on the Richter scale 
it the San Francisco Bay area. Details, how- 
ver, were slow to reach the 80-odd scien- 
sts assembled for the conference in Can- 
n. 
In the wake of June's Peking massacre, 
ews from overseas is slow to penetrate 
hina, even tourist conclaves like the 
Vhite Cloud Hotel where the conference 
ras held in mid-October. US scientists had 
ropped out, too, in response to boycott 
ressures, as had nearly 40 other foreign 
articipants. 

Peking’s political tremors meant that 
aost of the scientists were from China 
self, apart from a few from the West Ger- 
nan co-sponsor, the Earthquake Prognos- 
cs Research Group in Berlin. Foreign seis- 
nologists thus missed hearing first-hand 
bout China's advances in predicting, mea- 
uring, explaining and preparing 
igainst earthquakes. 

Among the Chinese presenta- 
ions were conference papers 
uggesting that major earthquakes 
end to be: 
> Preceded by droughts, unseason- 
ibly cool summers and warm win- 
ers — all due to a drop in the water 
able caused by “dilitation” of stress- 
d geologic structures, resulting from 
racks and fissures inside the earth. 
> Distributed in doughnut-shap- 
»d bands nearly 100 km across. 
Where two such bands intersect, 
;»oth the likelihood of an earth- 
quake and its expected intensity in- 
crease. 

P Correspond with lunar cycles 
as well as the periodic reversion 
of the magnetic polarity of sunspots. 

A paper on lunar and solar associations 
with earthquakes presented by a researcher 
from the Institute of Geology at Peking's 
State Seismological Bureau (SSB) predicted 
that most of China would experience a re- 
spite from big quakes from 1988 until the 
next active epochm due in 2006. Just to keep 
seismologists alert, however, north China 
experienced a major tremor on the second 
day of the conference. 

Small beer, though, compared with the 
one or two giant quakes — higher than 8 on 
the Richter scale — predicted for western 
China within the next three years by the 
SSB's Institute of Crustal Stress. 

Others papers from the ssB focused less 
on specific forecasts than on methodology. 
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Devastation in Shanxi province in October. 


A couple of teams tried to model seis- 
mogenic systems — the complex interaction 
of geological formations — in terms of the 
sophisticated non-linear mathematics, such 
as chaos theory. 

An especially original theoretical treat- 
ment of China’s seismogenic systems, how- 
ever, came from a scientist who was neither 
Chinese nor a seismologist: seminar chair- 
man Andreas Vogel, a mathematical 
geophysicist from the Berlin Free Univer- 
sity. 

For decades conventional wisdom has 
explained quakes in terms of plate tectonics 
— the jostling of the huge slabs of the earth's 
crust. This account may ring true for quakes 
near the mid-ocean volcanic ridges them- 
selves (like the recent Solomon Island tre- 
mor) or at the intersection of two distinct 
plates (such as California's San Andreas 
fault). 

But Vogel raises the question: what 
about earthquakes that occur in the middle 





of the supposed plates? That includes nearly 
all of China. Likewise, for that matter, the 
eastern US, Africa, Siberia, Australia. In 
many of these places, earthquakes are ad- 
mittedly less frequent but often more severe 
when they do hit. 

Plate tectonics fails to account for these 
intraplate quakes, Vogel is convinced, be- 
cause it "takes too much of a two-dimen- 
sional view" of how seismogenic stress 
builds up. For a fuller picture, he turned to a 
fresh consideration of his own doctoral 
thesis of 30 years ago. 

His research at that time touched only 
marginally upon earthquakes. His main ob- 
ject had been to establish the shape of the 
earth's outer core. Established theory pre- 
dicted the molten liquid of the core would 
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assume a spherical shape, slightly oblate or 
flattened at the poles due to the centrifugal 
force of the earth's spin. 

To test this, Vogel used earthquake seis- 
mic waves as a kind of sonar: he measured 
how long it took for them to travel from the 
earth's crust through the plastic mantle, 
bounce off the core and travel back again. 
Using readings from nearly 500 quakes, he 
came up with the startling result that the 
shape of the core was irregular. It deviated 
from the expected oblate spheroid with 
bumps and troughs amounting to several 
tens of kilometres in places. 

That much deviation, other scientists ob- 
jected, would make for more pronounced 
gravitational anomalies than are actually ob- 
served, considering the density differential 
between the core and mantle. The idea of an 
irregularly shaped core had a hard time 
gaining acceptance. 

But it has received fresh confirmation 
from new studies in recent years. These use 
. the same seismic sonar approach, but 
*' with far more data points and apply- 
| ing the latest methods of tomo- 
graphy, the three-dimensional com- 
puter mapping techniques used in 
modern medical scanners. ! 

The irregular shape, Vogel be- 
lieves, is due to convection currents 
set up in the liquid outer core as it 
“boils” with heat generated by the 
decaying radioisotopes of the inner 
core. The bumps occur where cur- 
rents rise and diverge; the trough is 
where the core liquid cools and con- 
verges. 

The temperature differentials in 
the core in turn set up convection 
currents in the mantle as well. Rising, 
diverging currents account for the 
mid-ocean volcanic ridges and the 
spreading ocean floors — hence the inci- 
dence of high frequency, low-intensity 
earthquakes at these points. 

The lighter material of the continental 
blocks “float” on the heavy mantle material 
where the convection currents converge and 
descend. The ride can get a bit rocky at 
times, though, like skimming over a 
whirlpool on a raft. And that, says Vogel, ac- 
counts for the scattered, but powerful, intra- 
plate quakes in the middle of large continen- 
tal areas. 

If scientists want to look for an explana- 
tion of the causes of earthquakes, Vogel is 
suggesting, they need to shift their vision 
away from the gnashing of continental 
plates and look downward, into the vortex 
of the bubbling mantle. Lincoln Kaye 
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_ Pressure mounts for improvements in Asia’s auditing and disclosure standards 
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By Jonathan Friedland in 
Hongkong 
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alchemists of international fi- 

nance, conjuring up markets 

where none existed before, 
then accountants are the lowly ap- 
prentices. They carry the mantle, 
along with regulators, for making 
markets credible. This wins them lit- 
tle attention and even less acclaim. 

Yet there are few places in the 
world where the task of the eyeshade 
and pencil brigade is more arduous 
or urgent than in Asia. While region- 
al markets have grown at an extraor- 
dinary pace in recent years, the qual- 
ity of public accounts has not. 
Statutory disclosure and regulat- 

ory supervision vary from stringent 
in Singapore to abysmal in Indonesia. 
Few Asian companies, including those with 
enlightened  second-generation manage- 
ment, show the slightest inclination to co- 
operate in improving disclosure. Govern- 
ments, in the main, have taken a laissez- 
_. faire approach. 
~ Aregion-wide effort to improve the qual- 
ity of information available to investors is 
. nonetheless clearly under way. This process 
. is being driven largely from the outside, by 
the demands of investors in New York and 
London and by the local affiliates of the 
Big Six global accounting practices, whose 
partners dominate the professional societies 
that govern accountants throughout the re- 
gion. A few interventionist governments, 


panding horizons 
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like those in South Korea and Singapore, are 
also playing a catalytic role. 

The activism of the accounting profes- 
sion is not solely altruistic. A handful of 
well-publicised scandals in which auditors 
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pore, which host sophisticated glob. 
financial centres and which hav 
been hardest hit by scandal, and i 
Japan, which despite being a worl 
financial powerhouse, has lagged f: 
behind other industrial countrie 
when it comes to corporate accoun 
ing. 
This year, for the first time, Japar 
ese corporate parents are required ti 
consolidate their subsidiaries' annu: 
accounts simultaneously with thei 
own. Consolidation, which is cruci: 
to helping analysts diagnose the tru 
state of a corporation's financie 
health, has been standard practice i 
the Western industrial and Common 
wealth countries for decades. But i 
is still not required in Indonesia 
Taiwan, Thailand or South Korea. 
Singapore, Hongkong and Ma 
laysia are all in the process of tightenin 
disclosure and audit rules for the financie 
sector. A new and badly needed code o 
ethical conduct is being drafted in Malaysia 
The entire accounting code is being over 
hauled in South Korea. Several govern 
ments are contemplating requiring corpora 
tions to have independent audit committee: 


at the board level. 
| | The standard of public accounts ir 
| Indonesia, Taiwan and Thailand, 
in particular, has failed to keep pace with the 
exponential growth of their stockmarkets 
Problems associated with the region-wide 
legacy of double book-keeping are being 
compounded in these countries by a short- 
age of qualified personnel, hazy legal and 
regulatory frameworks and the relatively 
recent arrival of international accounting 
firms. 

In terms of standards and practices — the 
basic rules and regulations which govern 
the accounting profession — the Common- 
wealth countries and Hongkong are the 
most advanced. With their strong colonial- 
era legal structures and English-speaking 
populations, these countries have come the 
farthest in adopting international standards, 
in developing an academic pipeline of qual- 
ified accountants and in policing the ethical 
behaviour of the profession. 

Standards and practices based on the US 
model prevail in Indonesia, the Philippines, 
South Korea, Thailand and, to a lesser ex- 


ess satisfactory has been the pro 
gress seen to date in other markets 
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sent, in Japan and Taiwan where accounting 
5 driven mainly by tax considerations. 
"hese countries have found it harder to keep 
bace with international trends, partly be- 
sause of cultural and linguistic differences, 
wut also because of the nature of accounting 
‘tandards and practices generally accepted 
in the US. The US model is considered more 
‘igorous than British accountancy standards 
and less flexible in its application to local 
*onditions. 
Several Asian countries, most notably 
-hina, Indonesia, and South Korea, have 
ween inflexibly protectionist in their treat- 
ment of foreign accounting firms, either de- 
aying them the right to practise directly or 
&miting the number of expatriate accoun- 
iants seconded to local affiliates. This protec- 
Konism, argue the Big Six accountants, insu- 
iates local practices and increases further the 
resistance to adopting international stand- 








ts fertile ground for business. Increasingly, 
say foreign accountants, the attitude of local 
»usinessmen towards them as a kind of ex- 
pensive assistant in fending off the statutory 
avil of an audit is being replaced by a kinder 
and potentially far more profitable view. 

"As Asian companies get larger and 
begin to venture outside their own borders, 
they to want more than just meeting 
the legal minimum compliance at the lowest 
possible cost," said Eoghan McMillan, man- 
aging partner at Arthur Andersen and Co. 
(AA) in Hongkong. 

The bread and butter audit and tax prac- 
tices, which have been growing more slowly 
in more advanced markets, are still growing 
very rapidly in Asia. Accountants also see 
promise in management consultancy, 
which has yet to catch on in the region as 
strongly as it has in the US and Europe, and 
in mergers and acquisition and corporate re- 
ceivership work. 

In general, audit and tax work makes 

up 70-80% of most firms’ revenues in Asia, 
opposed to 50-60% in Europe and the 
US. As local attitudes towards high value- 
added management, marketing, 
human resources and informa- 
tion technology consultancy work 
change, their contribution to the rev- 
enue mix is expected to match that of 
more mature markets. 

Asian accountants are in no real 
rush to see this happen, as audit- 
ing does not demand the extra costs 
associated with consulting. Al- 
though consulting fees are higher 
on a man-hour basis than audit or 
tax work, “preparation to win jobs 
takes a lot of time and effort and 
there is no statutory recurring ele- 
ment," said David Humann, a part- 
ner at Price Waterhouse (Pw) in 
Hongkong. | 

Revenues for the major account- 
ing firms, which are structured simi- 
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International accounting firms see Asia 












lasise auditing and co consulting. - 


| fectión ofr DHS 5 British and Austalan 2a 


: counting f firm. The merged fir nl villem- 






filiates to C&L. 


Arthur Andersen (AA) A 
1988 worldwide revenues: US$2.8 bil 

US-based AA is particularly strong in 
consulting, and is the only one of the Big... 
Six to receive more revenue from that 
area than d 









I accountants erations zi Y 
“veld Main Goerdeler, KPMG is among the | 
mos t profitable of the Big Six. | 








= Y | heme "m ells and Touche Ross- te Hoe 
p Deloitte’ s Japanese affiliate Thomatsu. 





a E Awoki « and Sanwa creates a firm that i is 


larly to legal practices, are growing by as 
much as 20-30% a year in Hongkong, Singa- 
pore and Malaysia. These and Japan are the 
most profitable Asian markets. While pro- 
fitability varies elsewhere, the accounting 
majors see a local presence in every Asian 
market, including China where they are for- 
bidden to practise directly, as a competitive 
imperative. 

“Accounting partnerships in Asia are, on 
the whole, tremendously profitable,” said 
Paul Phenix, a chartered accountant who 
heads the compliance division of the Hong- 
kong Stock Exchange. “It is the fastest grow- 
ing part of the world for the profession." 
Ironically, as private partnerships, account- 
ing firms are not generally obliged to pub- 
licly disclose their profits. 

Two of the Big Six firms, Pw and Klyn- 


The major players 
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seges 
able audit practice, particularly among . 
hi-tech companiesandbanks. — s, 


| 1988 worlduide n revenue: s: USS2. 5 billion 


‘US-based C&L, strong in the com- 
munications, energy and utilities, has - 


been picking up disenchanted partner- ud 
à ipe d from other mergers such as ? B 








Price Waterhouse (rw) | 
de revenues: Uss2. 2 billion Ds 

An unsuccessful player in the. latest 
Sweepstakes, Price has a formi 













veld Peat Marwick Goerdeler (KPMG), have a 
jump on the rest, having established them- 
selves in the region in the 1940s. But the 
others are coming on strong, particularly the 
newly merged Ernst and Young (E&Y), an 
amalgam of Ernst and Whinney (E&W) and _- 
Arthur Young (AY), and Deloitte Haskins 
and Sells (DHS), which merged with Touche 
Ross (TR) in the US and with Coopers and 
Lybrand (C&L) in Britain. As the British and — 
US parents match up, Deloitte’s local al- 
liances are now in the process of being re- 
formed. 

The advantage gained from the mergers, 
according to Brian Stevenson, Far East chair- 
man of E&W “is that information technology 
calls for massive investment. By combining 
two firms, you are combining resources for 
investment." Heavy spending on com- 
puterisation of audit services, noted 
|: Stevenson, will yield immediate 
benefits for all E&Y's local Asian 
partnerships because it helps to 
widen margins. 

The last of the Big Six, AA., is also 
strong in several markets by virtue of 
its affiliation with SGV and Co. of 
the Philippines, the only Southeast 
Asian multinational accounting part- 
nership. The five major Japanese ac- 
counting firms, which are dwarfed in 
size by the Big Six, have only a mod- 
est presence outside their home mar- 
ket. 

All the 
play host to - 


ion's countries also 
undreds of smaller 


two levels to the market throughout k 


firms, some no more than one- - 
man provincial shops. "There are 


O BUSINESS 





Asia,” said David Sycip, chairman of SGV 


and doyen of the region's accountants. 

“The big guys who have international affilia- 
tions and who have the multinational and 
major local corporate clients and then all the 
rest.” 

The work done by the smaller firms is 
usually confined to tax and audit assistance, 
not the integrated package of financial plan- 
ning services being offered by the Big Six. 
The quality of their output varies in the ex- 
treme; the relatively rare disciplinary actions 
taken by professional societies against negli- 
gent auditors are, more often than not, 
aimed at firms with less than 100 employees. 
The Big Six affiliates typically have over 300 
employees. 

The Malaysian Institute of Accountants, 
for instance, now has 12 disciplinary cases 
under investigation while the Hongkong 
Society of Accountants is reviewing nine 
complaints filed against individual mem- 
bers. None are against accountants employ- 
ed by Big Six affiliates. 

“When a client comes from a smaller 
firm, the accounts very often have to be 
tidied up. It's not usually a question of ethics 


so much as one of dollars and cents. They 
just haven't wanted to spend the money to 
have a proper job done,” pointed out H. K. 
Poon, senior partner at DHS in Hongkong. 

A tie-up with a member of the Big Six is a 
major boost for Asia’s local accounting 
partnerships. In exchange for a contribution 
to the parent for joint expenses such as ad- 
vertising, product development and liability 
insurance, they gain instant credibility and 
access to multinational client referrals. 

Another benefit of Big Six affiliation is the 
edge given in attracting qualified accoun- 
tants, who are in desperately short supply in 
almost every Asian country. For example, in 
South Korea, with its booming corporate 
sector and vibrant stockmarket, only 100-150 
accountants qualify each year, while in 
Hongkong, there is only one chartered ac- 
countant for every 1,300 people. In Britain, 
the ratio is one to 350. 

“The corporate side of Asian countries is 
developing so fast that there is tremendous 
demand for qualified accountants,” said 


Zainil Abidin Putih, president of the Malay- 


sian Association of Certified Public Accoun- 
tants. “And that translates into higher 
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Spectacular bankruptcies put auditors in the dock 


No safety in numbers 


1981 annual report of Hongkong’s 
| Carian Group would have never 
guessed that the high flying, publicly listed 
property concern was about to come crash- 
ing to earth under the weight of huge un- 
payable debts. 

Carrian's auditors, the Hongkong-af- 
filiate of Pw, signed off its accounts without 
qualification — signalling that 
the well-respected Big Six firm 
thought the annual report gave 
a “true and fair’ view of Car- 
rian's operations. 

Five years later, PW is 
facing a civil negligence suit 
filed by. Carrian Investments’ 
liquidators — three accoun- 
tants employed by AY who 
are chasing up an estimated 
HK$6 billion (US$769 million) 
lent to Carrian and its chair- 
man, George Tan, by the 
Hongkong arm of Bank 
Bumiputra Malaysia. Two PW 
auditors, Anthony Lo Chi- 
huen and David Begg, were 
earlier acquitted of criminal 
fraud charges alleging collu- 
sion with Tan. PW has con- 
sistently denied all charges 


D n educated investor perusing the 


72 


indonesia 


that have been levelled against it. 

In Singapore, the boot is on the other 
foot for PW. Liquidators working for its 
local affiliate are suing C&L for alleged 
negligence in the audit of Pan-Electric Indus- 
tries. Pan-El collapsed in 1985 with $$450 
million (US$229.6 million) in debts, leading 
to an investigation by the Singapore Society 
of Accountants which in 1987 Wee 


Regional disclosure ioguromenis- 





An certain | 
cases . 
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salaries.” According to Kenneth Thai, mar: 
aging partner at PW in Singapore, it is not ur: 
usual for an accountant's salary to doub! 
every three to four years for the first 15 yeas 
of his career. 

Higher salary costs, rising rents and ir 
creased insurance costs are not the onli 
things putting pressure on the bottom lire 
of Asian accounting partnerships. Client 
are increasingly demanding keener pricing; 

Although the practice of bidding & 
below market prices for audit jobs is not a 
rampant as in Europe and the US, wher 
firms will sometimes accept poor audit fee: 
as a loss-leader for consulting work, Asias 
corporations are becoming more price sensi 
tive in picking their accountants. 

This trend is worrying the region's ac 
countants, who claim that intensified prici 
competition is fundamentally at odds with 
efforts to improve the quality of accounting 
in Asia. “We are worried that price under 
cutting will be a trend that leads to a lower 
ing of standards,” said Raja Arshad bin Raje 
Tun Uda, senior partner at Pw in Kual: 
Lumpur. "If firms are not recovering thes 
costs, something has to go.” 


faulted C&L for the quality of its audit work. 

C&L, in turn, sued the society for defama 
tion, arguing that it had not been given the 
opportunity to comment on the investiga 
tion findings before they were publicly re 
leased. C&L has also denied culpability in the 
civil suit. 

There are other, similar cases as well 
Liquidators winding up the affairs of the 
Hongkong Government-owned Overseas 
Trust Bank have sued its previous auditors. 
In Malaysia, receivers for Perwira Habit 
Bank and the Central Cooperative Bank are 
contemplating legal action against accoun- 
tants aimed at helping assign responsibility 
for huge financial losses. 

While no precedent for liability has yel 
been set in any of these cases — they are 
. still meandering sluggishly 
$ through the legal system — 
they are the first cases of Asian 
auditors publicly charging each 
other with dereliction of duty. 
This trend, according to ac 
countants in the region, is like- 
ly to continue as lawyer: 
specialising in litigation fan out 
across Asia. Even now, no Dig 
Six firm has been left un 
touched, either as liquidator, 
defendant or in some cases, 
both. 

The financial scandals that 
rocked Hongkong, Kuala Lum- 
pur and Singapore in the mid- 
1980s have prompted a reas- 
sessment by governments and 
accountants in Asia of how the 
accounting profession polices 
itself. Regulations governing 
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responsibility of auditors to report fraud 


save been tightened in a number of coun- 
. The ethics and disciplinary committees 


- accounting societies claim to have sharp- : 


uned their vigilance. And the number of 
_ualified audit opinions, relatively rare ear- 
wer in the decade, has climbed noticeably, 
accountants said. 
. The soul-searching has been prompted 
iot only by bad publicity, but by rising liabil- 
*y insurance rates. Together with salaries 
_nd rent, insurance premiums account for 
Phe lion’s share of an accounting partner- 
ihip’ s expenses. In the wake of the Carrian 
ond Pan-El affairs, as well as other cases in 
_Surope and US which have set precedents, 
insurance premiums have skyrocketed. 


T raditionally, the accounting, profes- 











sion in Asia has taken a good deal of 

pride in how it regulates and discip- 
Mines itself. Apart from Singapore, which 
earlier this year established a statutory pub- 
lic accounting board similar to the ones that 
exist for lawyers and doctors, most Asian 
wovernments are satisfied to leave it that 

"way. 

“We believe internal policing is very ae 
fective,” said Zainil Abidin Putih, president 
of the Malaysian Association of Certified 
Public Accountants. Adds David Gairns, a 
PMG partner who chairs the disciplinary 
committee of the Hongkong Society of Ac- 
countants: “I think the society does a good 
job of monitoring professional conduct." 

- Prominent outsiders have, on occasion, 
been less complimentary. "I have yet to see 
anyone expelled for carrying out an audit 
that is careless and against the institute's 
sidelines,” Malaysian Finance Minister 
Datuk Paduka Daim Zainuddin told the 
Malaysian Institute of Accountants in Sep- 
tember. “In view of the present situation, it 
is not surprising that the public has lost con- 
fidence in the accounting profession." 

. Critics of the profession say accountancy 
isa closed dub — largely impervious to out- 
siders' complaints and unwilling to punish 
its own. "There is a tremendous reluctance 
in general to prosecute throughout = __ 
the Far East,” said one chartered ac- 
countant now employed by an Asian 
regulatory authority. 

Part of the problem, suggest such 
critics, is that the disciplinary com- 
mittees of the accounting societies 
will only take up a case when a for- _ 
mal complaint is filed by a member or _ 
by the registrar. And the cost of the: 
investigation must generally be - 
borne by the complainant, though 
costs may be recovered as damages if 
the complaint is upheld. | 

To date, few society members 
have risked filing a potentially costly 
complaint against an accountantem- | 
ployed by one of the Big Six firms. | 
“The cost might be enormous and | - 
the damages awarded in these cases . 















E NOW | SPEO 
LESS “TIME IN Ouer | 


are never great,” said one insider. The com- 
plaints which do come before the discipli- 
nary committees are largely targeted against 
smaller firms, which, in some cases, do not 
adhere to the same ethical standards. 
Accounting professionals say that much 
of this criticism misses the point, and that 
the veracity of accounts is ultimately the re- 
sponsibility of a company's directors. Ac- 
countants are watchdogs, they say, acting to 
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the bet of their ir ability given nthe mionntan. E 
made available. Accountants “are not sup- ` 
posed to be police dogs,” said Zainil. E 

“If the directors of a company want to 
mislead you, its relatively easy for them to > 


do so," said Mohammed Kassim bin Su- 
long, Far East chairman of DHS. "You can. 


have all the controls under the sun and still 
not detect fraud." 

The debate over whether auditors 
should be held liable when they have signed 
off the accounts of a public company that 
later turn out to be misleading is likely to be 
confined to the profession itself and 
relevant government authorities. There is 


no precedent yet for a successful suit filed 


against auditors by aggrieved shareholders 
and few Asian countries have a mechanism 
for class action civil claims. 

In Singapore, the Pan-El case "created an. 


awareness that there are occasional prob- 
lems with the quality of reports auditors put . ~ 

out," said Kenneth Thai, managing partner. 
at Pw there. "But there is no interest group > 
here pressing for more vigilance. When `- 
things go wrong, people still tend to blame  - 
the owners of the company, not the auw- 


ditor". m Jonathan Friedland _ 


Seoul's fee structure lowers audit standards 





an issue in the accounting industry 

than in South Korea where foreign 

firms are unable to practise directly. There, 

the world's top accounting practices are con- 

fined to informal agreements with local af- 

filiates where work burdens are shared, but 
fees are not. 

Nonetheless, industry giants like PW and 


Nes could protectionism be more 


| "fue FALL GoY 
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Starved watchdogs 


C&L are not exactly Sed down the doors 






to gain national treatment. The reason for — 


this, say accountants in Seoul, is that even 
if they were allowed to share the wealth 
derived from the statutory annual audit —. 
of some 3,000 limited. liabilit | 
tions, they would gain little: Under a — 





government-mandated price structure that 
allows auditors to only charge companies à... 
fixed fee based on a tiny percent- 


age of overall assets, audit work in ^ 


South Korea is not particularly profit- e 
able. | 7 

“If you were on a time-charge 
basis, like in most other countries, 
the fees wouldn't be enough to cover 


audit," explained Lee Choon Kyung, 
14 major accounting firms receive — 


timates. Few claim to do more em 
just break even. c 
.. For the time being, Seal: is no 
entertaining new arguments from 
the Korean Institute of Certified Pub- 
lic Accountants (KICPA) about the 


y corpora: . 


the time needed to do a proper - 


vice-chairman of San Tong andCo,a . 
member firm of KPMG. South Korea' 8 


roughly 70-80% of their revenue from ` 
audit work, according to industry es- 









need to alter the structure of accounting 


fees. Last year, auditors received their first. 
. increase — over the objections of business 


lobby groups — since the government stop- 
ped directly allocating accounting jobs five 
years ago. | 7 

Instead, the Roh Tae Woo government is 
attempting to mandate improvement by re- 
vising South Korea’s accounting code to 
bring it more into line with the generally 
accepted US accounting principles upon 
which it was originally based. The exercise, 
which is being conducted by South Korea’s 
Ministry of Finance in conjunction with the 
KICPA, is expected to be completed by the 
end of the year. 

While the revision will likely remove sev- 
eral unique characteristics of the code, such 
as allowance for the deferment of foreign ex- 
change losses and the widespread and fre- 
quent revaluation of assets on a current- 
price basis, industry officials say they do not 


B . expect the fine tuning to amount to a better 


quality of reporting without an increase in 
With 1,800 practising Certified Public Ac- 
-countants (CPAs) in South Korea, “the indus- 

try has roughly 1.5 companies to be audited 
. per CPA,” said Joseph Yong In Shin, a part- 
. merat Seihwa Accounting Corp., which is 


| . associated with Pw. 


"General fees per company is Won 
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..6 million, or about US$10,000. So that is 


about US$15,000 per annum for each CPA, a 
very small amount in comparison with the 
compensation levels they demand," Shin 
added. In other words, said Shin and other 
top CPAs, the fee structure militates against a 
major improvement in audit standards, no 
matter the structure of the accounting code. 
Further, the changes envisaged in South 
Korea's accounting code are not all that far- 
reaching anyway; a requirement for consoli- 
dated accounts, key to allowing analysts to 
track the true state of a corporation's finan- 
cial position, is said to be at least five years 
away. 

Aside from direct complaints about fees 
from the accounting community, there are 
currently few pressures for an improvement 
in standards and a great deal of vested in- 
terest against it. Most South Korean com- 
panies view an audit "as a necessary evil, 
not an exercise which adds value," said Ken- 
neth Adams, PW's resident manager in 
Seoul. "They do everything possible to hold 
the fees down." 

Nor is demand for change likely to come 
soon from shareholders or other investors 
who have suffered financial losses during 
the most recent slew of South Korean cor- 
porate failures. Despite the collapse of 78 
firms in 1986 and 1987 under the weight of 
US$5.9 billion in debt, there have been few 





A handful of accountants audit Japan 


A numb ers 


: ntil recently, Japan bucked the trend 
[ | towards the global consolidation of 

w accountancy firms. But as Japanese 
banks and manufacturers venture further 
afield, accountants inside and outside the 
country are realising that they have to forge 
international links if they are to keep up with 
the Hitachis and Sumitomos overseas. 

The big break came in July with the pro- 
posed merger of DHS and TR. This has 
produced a new firm — Deloitte Ross 
Tohmatsu International — the first time that 
a member of what is now the Big Six added a 
Japanese name to its title. 

The Japanese addition was in recognition 
of the need for a New York-London-Tokyo 
triangle with the last corner being supplied 
by Tohmatsu Awoki & Sanwa, a member of 
the TR group and, by number of employees, 
. the largest audit corporation in Japan. It 

. made a profit of 600 million (US$4.21 mil- 
lion) on total revenues of ¥12 billion in the 
year to March 1989. 

This is only the first of several interna- 


74 


problem 


tional mergers likely to affect Japan. The 
combination of E&W and AY has created an 
anomaly. Their two Japanese affiliates, Asahi 
Shinwa and Ohta Showa, rank third and 
fourth in size domestically, and the Ministry 
of Finance (MOF) forbids a merger because it 
would be anti-competitive. So an awkward 
arrangement has been made in which each 
has been given membership in the merged 
international group. If they find this un- 
workable, one may drop out — and into the 
arms of a number of possible suitors. 
_ KPMG, the world’s second-largest ac- 
counting firm, would be happy to accommo- 
date one of them. Its local unit is negotiating 
a merger with Century Audit, Japan’s fifth- 
biggest firm, but it does not want to stop 
there. KPMG has told each of its member 
firms that it aims to be number one or two in 
every major country, so it is already eyeing 
other merger candidates in Japan. AA and 
Pw, which recently dropped plans to get to- 
gether, would also be interested in a tie-up 
with a big Japanese accounting firm. 

What they are angling for are the lucra- 
tive accounts of Japan’s biggest companies 
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cases where auditors were held liable f 
signing off accounts that were later expose 

"You don't have a situation in [Sout 
Korea where the social costs of a corpora 
failure are paid by lawsuits against indepe 
dent auditors,” said Woo Taik Kim, a tax z 
torney at Kim & Chang. In most cases, tl 
family that runs the bankrupt concern 
held responsible and even if shareholde 
were to try and sue an auditor, said Wo 
"the prospect of winning large damages 
quite remote." 

Executives of the Big Six firms say thi 
not only is an improvement in audit starx 
ards an uphill battle, but so too is buildin 
up the other business lines that they are i 
creasingly relying on as a source of revenu 
Information systems consulting and mar 
agement consulting remain infant industrie 
in South Korea with the country's majc 
business groups currently finding little nee 
for outside expertise. 

"We are here primarily from a practic 
protection point of view,” said PW's Adams 
He added, though, that some financi 
benefits from pairing with Seihwa Account 
ing Corp. were starting to accrue. Seihwa i 
referring a growing number of South Ko 
rean clients to its US partner as they increas 
ingly invest directly overseas. — 

u Jonathan Friedian: 


which are establishing global operations 
This expansion creates lots of new busines: 
for accountants — international tax advice 
mergers and acquisitions consultancy anc 
audits to prepare for listings on foreigr 
stockmarkets. Japanese accountants receive 
referrals from their affiliates overseas wher 
a foreign company sets up in Japan. 

For a member of the Big Six, penetrating 
this expanding market is not easy for twc 
main reasons. The first is that Japanese firms 
are loathe to change auditors. Long-term 
business relationships are just as strong in 
this field as in others. The second is that the 
types of audit in Japan are much less exten- 
sive than in other developed countries. This 
puts the large international auditors at a dis- 
advantage because they tend to provide the 
same package throughout the world and, 
says a Big Six manager, in Japan it is simply 
not needed. 

Even if a wedding with a Japanese bride 
is successfully consummated, the marriage 
can be far from straightforward, because the 
entire structure of the Japanese accountancy 
business is so different from either US 
or British patterns. In most international 
firms, there are three main divisions: tax, 
audit and consultancy. But in Japan, audit 
corporations are not allowed to do domestic 
tax accounting. The much more powerful 
and numerous licensed tax practitioners 
successfully lobbied to keep the two busi- 
nesses separate when the Certified Public 
Accountants (CPAs) law was passed in 1948. 
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Consultancy is growing rapidly in Japan, 
sut still comprises a mere 10-15% of most 
«rge firms’ fee income. Most of this is still 
sone in-house by Japanese companies, 
which ask for accountants’ help only when 
mey cannot find a solution themselves. On 

e other hand, when it comes to auditing, 
Mpanese accountants work much more 
Nosely with their clients than do their West- 
im counterparts, while still preserving their 
ndependence. 

The biggest difference with the West is 
imply the numbers of accountants. There 
are only 8,579 fully qualified CPAs in Japan, 
ompared with more than 240,000 in the US. 
he demand for their services in Japan is 
growing faster than the supply, a fact con- 
"eded by the MOF which supervises the pro- 
ession. If it is any consolation, their audit is 
enly required for all the 2,250 listed com- 
»anies and a few big, unlisted firms. The re- 
naining 1.8 million companies in Japan 
make an annual financial statement attested 
»y a statutory auditor, who usually has no 
‘ormal accounting qualifications. 


samu Shigeta, chairman of KPMG's 
() Tokyo firm, says that the lack of CPAs 
is the biggest long-term problem fac- 
ing accountancy in Japan, a view shared 
by most of his colleagues. If there were 
more CPAs, says Koji Tajika of Tohmatsu, 
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they would receive more recognition and 
gain more clout. The problem is that the 
profession had to start from scratch with 
the CPA law of 1948 and the tough set of 
examinations has had a failure rate in excess 
of 92%. 

The MOF is adamant that the test must 
be stringent enough to ensure profess- 
ional standards are high, but senior accoun- 
tants say that the majority of candidates 
fail only narrowly and their competence 
is little different from those who pass. 
A few months ago, the president of the 
institute of CPAs publicly asked the MOF 
to allow a higher pass rate. It duly rose 
slightly to 10.4% this year and 596 peo- 
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Tokyo business district: shortage of trained acc 


ple became junior CPAs — still a tiny 
number even by comparison with South 
Korea. 

A MOF official says that one answer 
to the shortage of supply is to encourage 
more audit corporations to merge, thus 
creating economies of scale. The trouble is 
that the big five Japanese firms already ac- 
count for 70% of all fee revenues and more 
than half of audits. Hence the MOF's opposi- 
tion to a merger of Ohta Showa and Asahi 
Shinwa. 

The lack of qualified accountants has a 
bearing on the quality of corporate informa- 
tion in Japan. One difficulty is that most 
listed companies close their books at the end 
of March, placing a lot of strain on auditors 
whose work is thus concentrated into a few 
weeks. There is no doubt that the profes- 
sional standards of accountants in Japan are 
as high as anywhere in the West. The prob- 
lem is that there is no pressure from share- 
holders for greater corporate disclosure in 
Japan. Outside shareowners are simply not 
interested in that kind of information. It is 
the MOF which is entirely responsible for 
pushing companies to cough up more finan- 
cial information. 

In the US, accounting standards are set 
by a body of professionals, investors and of- 
ficials which acts much more independently 
from government than the equivalent Busi- 
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ness Accounting Deliberation Council, 
which advises the Japanese MOF. Economic 
policy affects its work, as in the provi- 
sions by Japanese banks for Third World 
debt, or the special tax-free reserves for 
industries like computer software that the 
government wants to nurture. Only this 
year are companies publishing their con- 
solidated results simultaneously with 
those of the parent, but the amount of 
information about the former is still ex- 
tremely thin. Since Japanese accountants al- 
ready have more business than they can 
handle, the drive for greater disclosure will 
have to come from the MOF — or from over- 
seas. = 
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How can you 
tap university 
expertise for 


education, 
consulting and 
research 
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Curtin 
Consultancy 
Services 
We are the commercial arm of 
Curtin University of Technology 
with 18 years experience 
throughout South East Asia in: 
e Education short courses 
e Consulting and testing 
e Research and development 
We source the university's 1000 
academic and technical staff in: 
e Arts, Education and Social 
Sciences 

e Business and Administration 
e Engineering and Science 
e Health Sciences 
Our General Manager, Mr Jeff Bell, 
will be in Indonesia, Malaysia and 
Singapore during November and 
December and will be pleased to 
answer enquiries. 
Contact us now for a 
free brochure. 
Phone: 619 451 8744 

351 7339 
Fax: 458 8402 
Telex AA92983 
GPO Box U 1987 


PERTH 6001 
Western Australia 
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ECONOMIC MONITOR; 


apan's three-year-old boom, based 

largely on strong domestic demand, 

may still have some months to run — 

possibly as long as a year, according to 
some economists. But growth has slow- 
ed since January-March's hectic 2.8% GNP 
real expansion over the previous quarter. 
And rising prices and a weak yen remain 
worrying — particularly to the inflation- 
conscious Bank of Japan (BOJ, the central 
bank). 

During the April-June quarter the econ- 
omy actually shrank by 0.8% as the intro- 
duction of a 3% general consumption tax 
trimmed consumer spending, and man- 
ufacturers temporarily cut output. Things 
appear to have picked up since July, but 
growth is at a fairly moderate pace. 

The July-September growth was led by 
investment, officials at the Economic Plan- 
ning Agency say. Private companies con- 


-. tinued with high levels of investment and 


public-sector investment recovered to reach 
its highest levels since 1987. Investment in 
plant and equipment by big companies is 
forecast to rise by 14.8% from the 1988 level, 
according to a BOJ survey, with the manufac- 
turing sector alone planning to spend 20.4% 
more than last year. 

This shows “remarkable” confidence in 
the economy, one official suggests, given 
that investment for fiscal year 1988 (ending 

March 1989) was also very strong, rising by 
. 18%. The rise in Boy's discount rate from 
3.25% to 3.75% in mid-October has yet to af- 
fect big companies’ investment plans, since 
they remain cash-rich. 

On the other hand, investment by 


Company results 
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medium and smaller companies is forecast 
to rise by only 6.5% in fiscal 1989 — substan- 
tially less than in 1988. Some economists say 
this presages an eventual downturn in in- 
vestment levels. 

Public-sector investment, virtually flat in 
fiscal 1988, rose by 6.9% in the six months 
from April to September, providing a fiscal 
boost for the first time since late 1987. 
Spending by local government and public 
corporations is behind the rise, rather than 
spending by central government, where the 
Ministry of Finance men remains commit- 


Prices edge UDWards 


ted to a tight fiscal policy. In contrast with 
most recent years, the MOF decided not to 
concentrate public works Pening in the 
first half of 1989. - | 

High levels of industrial: investment re- 
flect bottlenecks in many sectors of the econ- 
omy, including machine tools and certain 
types of steel. The labour. market also 





JAPAN 


ient time 


remains tight, though conditions have 
stabilised since earlier in the year. The key 
labour market index, showing the ratio be: 
tween job offers and job seekers, stood ai 
1.32 in August — slightly down from July': 
peak of 1.35, but still above the average leve 
for the quarter and far ahead of previous 
years’ levels. 

Considering the strength of the labou: 
market, officials are puzzled by some weak 
consumption figures. These figures show 
year-to-year falls in consumption of 0.2% 
and 1.976 in July and August, following & 
0.7% rise in June. These figures may indicate 
that the 3% consumption tax is still proving 
a drag on the economy, one analyst says. 
But on the other hand, expenditure indis 
cators such as department stores sales and 
new car registrations continue to show 
strong growth. 

Given these conflicting consumption 
signals, government economists say they 
worry more about inflation and overheating, 
than about a slowdown in domestic de- 
mand. Consumer prices continue to run at 
around 3% above year ago levels. 

A less overt worry concerns the balance 
of payments. The trade surplus fell to a 
“modest” US$2.52 billion in April-June 
quarter compared with the first-quarter 
surplus of US$3.4 billion, and was still low in 
July-September when it totalled US$2.85 bil- 
lion. Officials say, though, that this largely 
reflected the short-term effects of a weaker 
yen on the dollar-denominated value of ex- 
ports. If so, the surplus may rise again later 
in the fiscal year, leading to more problems 
from ee im a E Charles Sinith 
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Reserve your 
1990 Diary 





Now, as a privileged reader, you can reserve the 
Review’s 1990 Pocket Diary at a 10% savings. 


The Pocket Diary 

With a total of 168 pages this exceptionally slim (just 3/8") diary features a 
13-month, week-at-a-glance format and is bound in rich black bonded A 
leather covers. Stylish and convenient, the diary also features 36 pages of 
useful international business and travel information plus additional pages 
for addresses and notes, offering an unparalleled compendium of essential 


personal and business data. 


Size:3 1/2" x 6 3/4" (8.75cm x 17cm) Code: 881 
Regular price:DS$15 Now: US$13.50 
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Slim and elegant in design, this handsome wallet - handcrafted in luxurious 
matching black cowhide leather - has five individual credit card slots, plus two 
billfold pockets and extra compartments for business cards, airline tickets and 


receipts. 


Size: 3 5/8" x 7 3/16" (9.2cm x 18.2cm) Code: 883 
Regular price: US$29-50 Now: US$26.55 
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The Pocket Diary in a matching leather wallet, with room for cash and 
credit cards, make a perfect gift for you or your friends. We'll even 
gold-block up to four initials on the front. And, if you're sending 
the diary or wallet as a gift, we can dispatch them direct to the 
recipient and include an elegant gift card in your name, free. 


Regular price: US$42-50 Now: US$38.25 
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he takeover battle earlier this year 
between Vincent Tan Chee Yioun, 
of Malaysia’s Berjaya Corp., and 
i James Henry Ting, of Hongkong's 
wmi-Tech Microelectronics, for Singer, the 
5 branded consumer goods retailer — a 
ght which Ting won — has given way to 
*ace, with the warring companies forming 
business and stockholding alliance. 

Friendship began in August when the 
Fo companies agreed to build a manufac- 
wing plant in Malaysia, and Ting said he 
anted to buy 10% of Berjaya's holding 
ampany, Inter-Pacific. That purchase did 
yt materialise. Instead, Semi-Tech has is- 
ted new shares to heavily indebted Ber- 
ya, which has paid HK$308 million 
J6$39.5 million) for a 20% stake in Semi- 
ach’s enlarged capital base. 

Berjaya’s move seems ambitious, as it 
as heavy and diverse commitments in 
lalaysia. But Tan seems determined to di- 
ersify out of Malaysia, with its limited mar- 
»t of 16 million consumers. His dreams are 
«used on selling basic goods to the emerg- 
ig Third World market. 

The Semi-Tech purchase marks a step 
: that direction, as Tan reckons Singer's 
igh brandname recognition in sewing 
tachines, stoves and irons makes it the per- 
ict Third World fit. 





But his price of entry is stiff. Buying | 


emi-Tech on 5.1 times forecast earnings for 
te year to 31 January 1989 is a bargain only 
rhen Hongkong's poor rating is compared 
rith those around the region. Ting also re- 
ains in control with a 51% stake. And 
emi-Tech's dividend yield will not pay Ber- 
iya's interest on debt needed to fund the 


qui 

roger Ting is impressed by the suc- 
2ss of Regnis, the Berjaya-managed ven- 
ire with Singer to sell its products. in 
falaysia. Ting wants to enlist Tan's support 
1 developing the Singer name’s value 
rorldwide. The question is whether Tan 
“ill slave on a project on which he derives 
ist 20% of the profit. 

It now seems likely that Semi-Tech will 
pin off its consumer goods retailing in- 
rests into an equally held joint venture 
vith Berjaya. 


lespite the ethical questions raised over 
ne owners of Indocement, the Indonesian 


ement conglomerate, floating a company 


vhich was in loss in 1987 and 1988 on a mul- 
iple of 555 times 1989 earnings, interna- 


ional fund managers are unlikely to ignore- 


he issue. 
The lure is that profit will improve from 
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up the Third World 


1990. Hongkong broking firm First Pacific 
Securities, which shares a common control- 
ling shareholder with Indocement in mag- 
nate Liem Sioe Liong, says Indocement is 
being floated on a multiple of 23.4 times next 
year's earnings. 

That still appears steep. But the Jakarta 
bourse is a suppliers’ market, and Indoce- 
ment's owners, which indude the govern- 
ment, have judged that they can get away 
with it. For one thing, the US$335 million 
size of Indocement’s initial offer will make 
the company the market's largest capitalised 
issue by far. Fund managers pursuing a seri- 
ous regional investment strategy see the 
issue as too big to ignore. 

Moreover, stagging profits are routinely 
earned on new Jakarta listings, while In- 
docement's controllers want to see a higher 
price as they will doubtless have to unload 
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more stock next year. The public's share 
must be boosted from a post-flotation 1075 to 
2596. 

Still, institutions might not lose from 
waiting. An increased scrip supply next year 
from other mega-issues will deflate market 
premiums, while Indocement's rival, the 
better managed PT Cement Cibinong, also 
plans a US$150 million rights issue. 

For its part, Indocement says that the 
equity infusion (US$252 million goes to the 
company, as the proceeds of a new share 
issue) will ease the debt position which 
caused the bottom line's red ink. The com- 
pany has been profitable at operating level. 
Future income growth is expected from 


buoyant local demand and switching ex- 


ports to the more lucrative domestic market. 
Local demand is certainly strong, and 
flexibility exists to enhance the yield on 
sales. One uncertainty, though, is whether 
the government will permit the sharp in- 
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creases in domestic cement prices that ap- 
pear factored into Indocement’s forecasts. 
However, the case for buying Indoce- 
ment hinges primarily on political factors. 
The issue is too important to Indonesia's 
capital-market development to be allowed 
to fail. Other government-owned com- 
panies badly need capital for modernisation, 
and it would be astonishing if Indocement 
was allowed to upset this process. The pity 
is that Indocement's owners felt the need to 
price the initial public offer at such greedy . 
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multiples. u Christopher Marchand 


The acquisition by Polly Peck Interna- | 
tional (PP!) of 51% of Sansui Electric shows | o 
that there is more than one way to skin a cat, 

T. Boone Pickens, the Texan oilman, de- 
cided on a frontal attack on Japan Inc., ac- 
quiring a 20% stake in Koito Manufacturing 
in April for a reported US$800 million 
(REVIEW, 20 Apr.). 

Now Asil Nadir, chairman of British- 
based Polly Peck, a fast-growing manufac- 
turer, has taken control of a Japanese firm 
with a brand name known around the 
world for just ¥ 15.6 billion (US$110 million). 
The difference between the two cases is that 
Koito is a moderately profitable affair and 
Sansui is on the ropes. If the maker of audio 
equipment had had any other choice it 
would have seized it. The firm had accumu- 
lated net losses of 123.9 billion in the four 
years to end-October 1989 and liabilities ex- 
ceeded assets by ¥13.8 billion. Nadir paid 
only ¥400 a share, less than a third of the 
closing price the day before the deal was an- 
nounced on 27 October. 

Sansui had asked Japanese companies 
for help, but audio equipment makers like 
Aiwa and Pioneer do not need another 
brand name. PPI presents a neat fit, because 
it produces computer peripherals, stereos, 
compact disc players and TV sets in places 
like Taiwan, Hongkong and Malaysia as an 

"original equipment maker." 

Even more attractive from PPIs view- 
point is that a Tokyo listing gives it access to 
the cheapest equity finance in the world. 
Once Sansui rebuilds investor confidence, 
the world's strongest capital market is there 
for the asking. 

There are nine other firms listed on 
Japan's three main stockmarkets which are 
sizeable lossmakers, but only three of them - 
are not closely tied to big, strong Japanese 
groups. If a foreign firm wants one of these, 
it should apply to the Finance Ministry and 
preferably promise not to make any of the 
employees redundant. Strange nobody 
thought of it before. u Nigel Holloway 
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MARKETS 


Malaysia to bring its stocks home 


Divorce procee 


d 


he final break between the 
| Kuala Lumpur and Singapore 
stock exchanges, though wide- 
ly anticipated, came as an unwel- 
come shock to Singapore's brok- 
ers when announced by Malaysian 
Finance Minister Datuk Paduka 
Daim Zainuddin in his budget 
speech on 27 October. Malaysian 
brokers, on the other hand, were 
delighted — though it is not clear if 
the Kuala Lumpur Stock Exchange 
(KLSE) is ready to handle the massive in- 
creases in volume which authorities hope 
will result. au 

The split has beet’ a long time coming. 
Cracks first formed between the KLSE and 
Stock Exchange of Singapore (SES) in 1973 
when the two countries’ currencies ceased 
to be interchangable, and no new cross-list- 
ings have been allowed for about five years. 
But the timing of the final break caught 
many by surprise. The KLSE is said to expect 
delisting to be completed as early as the end 
of this year. 

Both markets fell on the first trading day 
after the announcement, with Kuala Lum- 
pur suffering a larger loss than Singapore. In 
relatively thin trading, the sEs' All Share 
Index fell by 1.2%, while the KLSE Compo- 
site Index dropped 2.4%. 

Singapore's stockbrokers will be the im- 
mediate victims of the split, since nearly half 
their business involves trading Malaysian 
stocks — business which will shift to the 
KLSE, the Malaysian authorities believe. The 
SES has gained the most from cross-listings. 
In the first six months of this year the SES 
traded 3.88 billion Malaysian shares, com- 
pared with the KLSE's total of only 3.59 bil- 
lion shares. And in August Malaysian 
shares accounted for about 48% of Singa- 
pore’s volume. Malaysian brokers, on the 
other hand, have little to lose, because the 47 
Singapore companies listed in Kuala Lum- 
pur generate only about 2% of KLSE's total 
volume. 

Singapore's market capitalisation will 
also fall much more sharply than Kuala 
Lumpurs — almost halving from about 
$$112 billion (US$57.1 billion) to $$62 billion. 
The KLSE will be reduced by only a third to 
M$88 billion (US$32.6 billion). 

However, it is not certain that SES's loss 
will be entirely KLSE’s gain. International in- 
vestors, including some large Malaysian 
companies, favour Singapore because its 
brokers are quick and reasonably 
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Stockmarket | rivals 
Annual trading volumes in millions of shares 








‘Journal, Investors Digest 


capitalised. In addition Singapore's brokers 


have taken foreign partners and enlarged 
their capital bases. The SES is computerised. 

Singapore also has the advantage of hav- 
ing introduced a graduated scale of commis- 
sions, which allows bigger players to whittle 
down commissions. Kuala Lumpur mean- 
while remains committed to the full 1% 
commission. 

Further, Singapore’s brokers may find 
ways to continue trading Malaysian shares 
not listed on the sEs. For example, neither 
Malaysian Airlines nor Malaysian Inter- 
national Shipping Corp. have ever been 
listed in Singapore. Nevertheless, market 





sources say that grey market dealing 
Singapore in both these institutional favos 
ites far exceeds the volume traded in Kui 
Lumpur. 

A viable over-the-counter market - 
Malaysian shares could be developed in Si 
gapore only with the tacit cooperation 
Malaysian authorities. But that cooperatic 
is unlikely to be forthcoming — the inte: 

tion seems specifically to stop Sing 
5 pore from trading Malaysian stock 
& The KLSE has indicated that Mala 
sian companies may keep their lis 
ings in countries other than Sing: 
pore. So while Sime Darby can kee 
its London listing and Selang: 
Properties will be available in tJ 
form of Depository Receipts in Ne 
York, both will disappear from tf 
SES. 

In the short term there is little th 
SES can do to alleviate the loss of vc 
ume and capitalisation. Most of Sis 
gapore's big property, trading and retë 
companies are already listed, and the larg 
manufacturing companies are subsidiaries 
of foreign companies that need neither loc 
funds nor a Singapore listing. In additios 
the withdrawal of Singapore's companie 
from the KLSE will be of more symbolic tha 
practical importance, given their negligib: 
volume. 

However, the Singapore Governmer 
can be expected to press ahead with privat 
sation plans in order to enlarge the SE 
Privatisation of the Telecommunicatior 
Authority of Singapore would be partic 
larly welcomed by foreign investors. 





BUDGETS 


Daum produces a budget for an election 


Accounting for votes 


By By Suhaini. Aznam in Kuala Lumpur 


alaysia's budget was an unspec- 
M; tacular affair, with Finance Minister 
Datuk Paduka Daim Zainuddin 
keeping one eye on the soon-to-be-con- 





reakdown 


- M$million- 


~ Source: Malaysian Government. 
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sulted electorate, imposing no new taxes 
making no new policy departures, and em 
phasising on rural development. 

And the budget shed no light on thy 
shape of a successor to the New Economi 
Policy, which is due for renewal next year 
The controversial 20-year programme wa 
designed to guarantee the economic posi 
tion of the more numerous but economical 
backward indigenous, mostly Malay 
bumiputras. 

Total budget expenditure in fiscal 19% 
(ending 31 December) is expected to ris 
1096 to M$32 billion (US$11.87 billion) 
based on a GDP growth forecast of 6.5%, ad 
justed to take account of fluctuating crud 
petroleum prices and lower rubber anc 
palm oil prices. Growth is to slac 
ken from this year's 7.6%. The national deb 
has been cut to about M$44 billion, dowr 
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om Ms50 billioni in 1986, which educa the 





"bt service ratio to 12% compared with 
% in 1986. Inflation is expected to double 
“4% by the end of the year. 

The development budget, up 32.7% 
«m 1989, to M$8.86 billion in 1990 figured 
iavily in calculations in view of the 1990 
iadline for completing projects outlined in 
e Fifth Malaysia Plan. About two-thirds of 
2 M$9.25 billion development budget will 

spent in rural areas — on agriculture, and 
i rural infrastructure. 

Total government expenditure will in- 
ease by 10.0% by M$32.0 billion while 
serating expenditure will increase by 2.2% 
M$24.15 billion. Total federal government 
venue is expected to increase by 3.0% to 
$24.15 billion in 1990, but the overall fed- 
al deficit will increase sharply to M$7.42 
lion, against M$5.47 billion. 

Restrictions on bonuses were lifted, in an 


empt to encourage a flexible system of - 


ages which will reward productivity. In 
ne, Daim hopes this will make the un- 
aployed less choosy about what job they 
ill accept, and thereby reduce unemploy- 
ent, which he expects will drop to 7.6%. 


^n addition, individual industries re- 
* ceived various concessions. The con- 
_, Struction industry, which is expected to 
ow by 8.5% this year, was given further 
Ypetus with tax exemptions on concrete 
icks and some types of sawn timber. To 
courage downstream development of local 
‘oducts, manufacturers of rattan and 
ood-based furniture can have their pioneer 
atus extended by five years. And import 
aty was abolished on components for lo- 
ily assembled tour buses and limousines. 
. Next year is “Visit Malaysia Year," and 
ie tourism sector was given a number of tax 
‘eaks, including double deductions for 
3tel and tour operators on specified over- 
'as tourist promotion efforts, and deduc- 
ons for approved staff training program- 
ies. In addition, the present service tax 
cemption for hotels of up to six rooms will 
> extended to hotels of up to 25 rooms. 
Civil servants received special attention 
- they are traditionally the most loyal elec- 
ral supporters of the party in power. The 
'e at which civil servants become eligible 
r government housing loans was lowered 
om 30 to 25, and husbands and wives who 
th work for the government may now ob- 
in separate loans to buy separate houses. 
' To control the size of the civil service and 
ius the government's wage bill, the volun- 
ry retirement age for various categories of 
ensionable civil servants was cut from 50 
r men and 45 for women to 40 for both. 
Consumers were targeted with the aboli- 
on of import duties on selected food and 
ousehold items. And sports enthusiasts 
ere wooed by Daim's lifting of taxes on va- 
ous types of sport equipment. In addition, 
dorts prize money was exempted from in- 
me tax. ü 
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Indonesia links bank expansion with export support 





By Ad Adam Schwa Schwarz rzinJakarta — Jakarta 


————————ÓÓÓÓÓÓ etree Br hte 


year and a day after issuing landmark 
A legislation which rejuvenated an ail- 


ing financial industry, Indonesia's Fi- 
nance Minister Johannes Sumarlin and 
Bank Indonesia (Bi, central bank) governor 
Adrianus Mooy announced measures that 
permit foreign banks to open more branches 
and offer new savings incentives to small 


depositors. The package of measures also 


makes clear that capital gains will be taxed 
and promises to throw open the underwrit- 
ing business to foreigners. 

Foreign banks, confined to one sub- 
branch in Jakarta and six other provincial 
capitals under the 1988 deregulation mea- 
sures — are now free to open as many sub- 
branches in these seven cities as they see fit. 
The catch is that if the banks do open new 
branches, then within one year they must 
have at least 50% of their total outstanding 
exposure in any one clearing district made 
up of export-related credits. If a foreign bank 

ns a new branch in Jakarta, as many 
banks would like to do, then that branch 
plus the existing head office branch will 
have to comply with this rule. 

The ruling will put the wholly foreign- 
owned banks which do branch out on the 
same footing as the foreign joint-venture 
banks which were given the go-ahead in Oc- 
tober 1988. The foreign joint-venture banks 
are now also free to open new branches. The 
government wants to ensure that the rush of 
new overseas banks into Jakarta — in the 
past year 11 joint-venture banks have either 
opened their doors or announced that they 
are about to — does not crowd out local in- 
stitutions and that individual banks support 
the national campaign to spur non-oil ex- 
ports. BI officials insist they will be flexible in 
deciding what constitutes an export-related 
credit and that their intent is not to restrict 
banks simply to trade financing. 

Even so, foreign bankers in Jakarta said 
privately that the export-credit require- 
ment would dull their interest in opening 
new branches. The foreign banks deal 
mainly with large corporate customers and 
handle most export business out of their 
head offices. They tend to regard sub- 
branches primarily as deposit-taking insti- 
tutions. "The last thing I'd want to do is set 
up a letter of credit facility in every sub- 
branch," said the top banker at one US 
bank. 

Sumarlin also rescinded the 15% with- 
holding tax on savings deposits — in place 
since last October — but only for deposits 
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ranc ching out 


under Rps 5 million (US$2,808). He said this 
would lure more small depositors into the 
formal banking system, give banks more 
freedom to compete on price terms and 
slash overheads. At the same time, BI is 
withdrawing its guarantee on saving de- 
posits known as Tabanas. There is more than 
Rps 3 trillion in Tabanas accounts, mostly at 
state banks. B's move will make these ac- 
counts less attractive, pushing the state 
banks into more direct competition with pri- 
vate banks which offer savings plans with 
higher interest rates and easier terms. 

Some of these new savings plans, how- 
ever, have adopted a similar structure to 
Tabanas in order to be eligible for the exemp- 
tion on withholding tax that Tabanas ac- 
counts previously enjoyed. One require- 
ment was an upper interest rate limit of 15%. 
This led some private banks to keep rates at 
or below 15% and offer other inducements 
like gifts or lottery prizes. Now all savings 
accounts are tax exempt below Rps 5 million 
and taxable above that amount. The result, 


the government hopes, is that banks will . E 
compete principally on the basis of interest... 


rates and shy away from lottery schemes. 
Moving on to the capital markets, 
Sumarlin reiterated that capital gains are tax- .. 
able for domestic institutional and indi- 
vidual investors. Under Indonesia's 1984 tax 
law, all revenue derived from the capital 


markets, including dividends, capital gains i. 


and bond interest, was to be pooled with 
other income and taxed progressively — 
15% for incomes less than Rps 10 million, 


25% for Rps 10-50 million, and 35% onin- —— 


comes above Rps 50 million. 

But the Jakarta Stock Exchange (JSE) only 
woke up from a decade-long slumber late 
last year and the government has paid little 
heed to the mechanics of taxing capital mar- 
ket activity. However, by the end of August 
this year, trading on the JSE had soared to 
Rps 350 trillion, against Rps 31 trillion for the 
whole of last year. The government is now 
clearly intent on taking its share. 

With more than 20 companies already 
having listed this year and over US$1 billion 
in new issues planned over the next two 
months, the business community was eager 
to learn how the government would handle 
the tax issue. In the end, the government de- 
cided not to tax excess paid-in capital on 
new issues — equal to the share price minus 


par value times the number of shares being _ : : ; 
listed — and opted against a withholding tax — 
on capital gains. But investors will be re- 


to obtain a taxpayer identification 
number if they do not already have one and 
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self-assess their capital gains and losses. 
From the brokers' perspective, this system is 
far easier to administer and less of a disin- 
centive to investors. But, analysts say, it also 
makes monitoring more difficult and cheat- 
ing more likely. 

Sumarlin's announcement that new un- 
derwriters are to be allowed has been 
widely expected and should help shore up 
what is now one of the weakest links in the 
JsE. There are 13 active underwriters, all 
local, and they are widely considered to be 
undercapitalised, particularly in light of the 
flood of new issues. A. T. Prastowo, chair- 
man of the underwriters' association, esti- 


. mated that capital at a typical underwriter 


was Rps 2-3 billion and admitted that some 
underwriters had not joined syndicates re- 
cently because they felt overextended. 

New rules for underwriters are expected 
imminently. Under a draft version of this 
legislation, a copy of which was obtained by 
the REVIEW, the “finance companies” first al- 
lowed in December will be phased out and 
replaced with “securities companies.” The 
new companies, capitalised at Rps 8 billion 
for foreign joint ventures and Rps 2 billion 
for local firms, will be allowed to act as brok- 
ers, traders, underwriters and fund mana- 
gers. Other activities described in the De- 








BORROWING 


New Zealand's pulled samurai bond sparks row 


Capital punishment 


nina retrain d arn Mettre ear e ttre at HE Sr eer n mri iN remit rH Prnt rtm Aer att fener eT e rna nare mar an 


By Nigel Holloway in Tokyo 


VaeH A peat eae te HAIR MEA RRA E UIS S IPEA Rte BN BIOS APA SEMINA PI aat na MANUAL P NP VRAT eN rM ISI AM UN eA 


he withdrawal of an issue of X50 bil- 

lion (US$352 million) of "samurai" 

bonds in Tokyo by the New Zealand 
Government has provoked an embarrassing 
fight between Nomura Securities and Indus- 
trial Bank of Japan (IB). The struggle has 
grown intoa politicalissue, amid accusations 
by New Zealand Finance Minister David 
Caygill of "blackmail" by Japanese banks, 
raising fresh questions about the global 
power of Japanese financial institutions. 

The bond issue was indefinitely post- 
poned because Nomura Securities, the lead 
underwriter, was unable to gather sufficient 
support from Japanese banks to act as "com- 
missioned agents" for the deal. This is a role, 
peculiar to the Japanese capital market, 
whereby banks act as trustees for the pay- 
ment of interest by the issuer of a samurai 
bond, a yen-denominated security raised by 
a non-Japanese borrower. 

The market believes the banks were 
showing their anger at the New Zealand 
Government's refusal to guarantee the loans 
of merchant bank, DFC New Zealand, the 
country’s largest merchant bank, which col- 
lapsed in October (REVIEW, 12 Oct.). Until 
last year, DFC had been government owned. 
DFC is now 80% owned by the National Pro- 
vident Fund, which is in turn controlled by 
the New Zealand Finance Ministry. The re- 
mainder is held by Salomon Brothers of 
New York. 

A senior executive of Nomura said that 
. in the morning of 26 October the issuer was 
in a position to choose which institutions 
should act as commissioned banks, because 
the bond was “keenly” supported by 
“many” of them. By the afternoon, all but 
one of the banks had withdrawn. 

Brokerage sources say that the reason for 
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the change of heart was that IB] and Long- 
Term Credit Bank (LTCB) had put pressure 
on other banks to withdraw their support, 
telephoning colleagues in other banks 10 
times to persuade them to change their 
minds. The two banks deny this. IB} and 
LTCB, among DFC's biggest creditors, are 
owed a reported US$40 million and US$20 
million respectively. 

IB} says it declined to support the samurai 
issue because the timing was "very bad" 
and the pricing was too tight — even finer 
than recent issues for the World Bank, ac- 
cording to market reports. But IB) adds that 
the bond flotation was linked to the DFC af- 
fair. Sources say that the government's ac- 
tion in nominating a statutory manager for 
DFC prevented creditors from taking legal ac- 
tion to pursue their claims, so IB] was asking 
the Reserve Bank of New Zealand (the cen- 
tral bank) to resolve the matter so it could re- 
cover its loans to DFC. 

The statutory manager, Don Francis, 

was in Tokyo around the beginning of Nov- 
ember to hold talks with financial institu- 
tions. — 
Creditors in Tokyo declined to specify 
what sort of support they wanted DFC to re- 
ceive from the central bank, but Caygill has 
already ruled out a bailout for the merchant 
bank. “I think it would be irresponsible and 
I am not about to be blackmailed by Japan- 
ese banks or any other international in- 
terests,” he told Radio New Zealand. A res- 
cue operation would cost the government 
more than NZ$600 million (US$355 million). 

Apart from the complex issues involved 
in the Drc collapse, New Zealand has been 
caught in the crossfire of an intensifying 
struggle between Japanese banks, led by IB), 
and securities houses, led by Nomura, for 
domination of the capital markets. At the 
moment, the Securities and Exchange Law 
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cember measures, such as venture capit: 
leasing and factoring, wil require separa 


licences. 

John Style, president director of Jardix 
Fleming Nusantara Finance, the only fe 
eign joint-venture finance company a 
proved since December, said he believed k 
firm would be able to convert directly to 
securities company. A senior official at tli 
Finance Ministry, however, said it had n. 
been decided whether Jardines would hav 
to liquidate its existing company first ar: 
then apply for a new licence. Other firms i: 
terested in underwriting include Banke 
Trust, Wardleys, Nomura and Yamaichi. 








blocks Japanese banks from underwritir 
most types of bonds in Tokyo. In order to i: 
crease their leverage, the banks have hut 
on to their right to act as commissione 
agents, though most analysts concede th: 
the role is no longer needed. ; 

The withdrawal of the banks from th 
samurai issue. underlines the power of m 
One stockbroker says that the affair als 
throws light on what he calls the "carte 
which governs the Japanese banking con 
munity. This covered not only the offici 
committee of commissioned banks but als 
unofficial meetings which discuss issues « 
mutual interest with the regulatory ai 
thorities. In banking circles, IB/'s voice is n 
garded as paramount. 








Colin James writes from Wellington: Caygi 
said that the government guarantee was re 
moved from DFC when it was privatised an 
that lending margins, including those of Jz 
panese banks, had reflected the change. 

The government was not perturbed b 
the cancellation of the samurai bond be 
cause it had not actively sought the facility. . 
had responded to an initial approach b 
Nomura Securities, which told Treasury o 
ficials that the DFC collapse was not a hinc 
rance to raising the money. 

Caygill noted that both Standard an 
Poors, which initially complained that it wa 
not told of the withdrawal in June of 
NZ$200 million credit facility by the Natione 
Provident Fund, and Moodys had held th 
New Zealand sovereign credit rating steady 

However, there were fears in Wellingto: 
that the Japanese banks' action may pus 
rates up both for corporate issues and, ove 
time, for the government. On 31 Octobe 
Brierley Investments and Carter Holt Hai 
vey were reported to have postponed boi 
rowing plans in Japan. However, the Unite 
Building Society, a retail bank, reported on 
November that it had earlier in the week re 
ceived NZ$25 million of bids for a NZ$1 
million drawdown of its Euronote facilit 
out of Singapore and Hongkong and, whil 
Japanese banks did not tender, rates wer 
"finer than we had obtained a month earlie 
— before the DFC collapse" — 0.1% abov 
Libor. i 
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shore Philippine fund 

list in New York 

The First Philippine Fund, Inc. — a 
ssed-end management investment 
impany — is set to be listed on the New 
ark Stock Exchange by mid-November. 
ith the Philippine National Bank (PNB) as 
astee, the fund is intended to allow 
ierseas Filipinos and foreigners to invest 
khe Manila stockmarkets. It will sell six 
Hion shares in New York at an offer price 
US$12 a share. Manila's Justice 
epartment has cleared the way for the 
nd by ruling that the PNB can buy local 
scks restricted to Filipinos for the account 
the US-based firm. 


aiwan approves part 
'ivatisation of banks 

Taiwan has approved a plan to privatise 
» to 49% of the three large commercial 
nks. The plan, which was passed by the 
iwan Provincial Assembly, calls for the 
iwan Provincial Government to retain 
vnership of 51% of the stock of the three 
nks — Chang Hwa Commercial Bank, 
ua Nan Commercial Bank and First 
xmmercial Bank. The Ministry of Finance, 
hich currently holds 3.3% of the banks’ 
ack, will sell all its shares under the plan. 
iis will lead to the sale to the public of 
me 172 million shares of bank stock, a 
ep which will more than triple the amount 
the banks’ freely traded stock. 


litsubishi Estate buys 
ake in Rockefeller Group 
Japan's second-largest property 
»eloper, Mitsubishi Estate, acquired 51% 
introl of the Rockefeller Group for US$846 
illion. One of the US’ leading property 
ms, the group through a subsidiary, 
anages the Rockefeller Centre in New 
ork. Jotaro Takagi, president of Mitsubishi 
itate, said his firm made the investment 
‘cause it shared “with the Rockefeller 
mily the vision of the centre as a very 
'ecial place in New York City and of the 
ty itself as a world capital of business and 
ture.” 





amsung Electronics to 
uild Malaysian plant 

South Korean consumer goods 
ianufacturer Samsung Electronics will 
portedly build an electronics estate in 
lalaysia. Local press reports say that 
amsung has signed a contract with the 
lalaysian Government to build a 100,000- 
? industrial site near Kuala Lumpur to 
roduce for export TV sets, video-cassette 
'Corders, microwave ovens and other 


consumer products. Samsung is to invest 
initially US$20 million which will be 
increased to about US$200 million by 1993. 
Samsung currently has a huge electronics 
assembly complex south of Seoul 
employing 30,000 people. Company 
officials refused official comment on the 
reports until a contract is signed, which they 
expect to occur at the end of the year. 


Australia's debt rating 


downgraded again 

» The rating agency Standard and Poor's 
downgraded Australia's long-term debt 
rating from AA-plus to AA, despite the 
current-account deficit shrinking 29% to 
A$1.78 billion (US$1.39 billion) in September 
from A$2.51 billion in August. Gross 
foreign debt for the quarter to 30 June rose 
3.6% to A$137.05 billion and inflation rose 
2.3% in the quarter to 30 September. But the 
Australian dollar shrugged off the bad news 
and continued its climb against the US 
dollar, to 78 US cents on 1 November. 





Burma signs second oil 
contract with foreign firm 

M Burma has awarded to Shell Exploration 
of the Netherlands a 25-year production- 
sharing contract for oil and gas exploration 
and production in a block believed to be 

in central Burma. This is the second such 
contract given to a foreign oil firm, the first 
being granted to Yukong of South Korea on 
3 October for a block in the upper Chindwin 
River basin. The government has high 
hopes for onshore oil production after the 
discovery in 1981 of three "giant oilfields" at 
Htantabin and Kyontani in the Irrawaddy 
delta and at Tuywintaung near Pagan. The 
recoverable reserves of these fields were 
estimated at 1.4 billion barrels of oil and 
1,878 ft? of gas. 
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EC slaps new anti-dumping 
duties on South Korea 


P The EC has slapped provisional 
anti-dumping duties of between 10.2% and 
19.6% on South Korean exporters of small 
colour TV sets. The EC said Daewoo, 
Goldstar and Sumsung were being fined 
because they had caused "serious damage" 
to rival European manufacturers. But, EC 
officials, defending their trade action in the 
face of increased international criticism, said 
that by ensuring the survival of the EC 
television industry, the anti-dumping duty 
would also serve "the long-term interests of 
EC consumers." The EC is also investigating 
industry claims of dumping of TV sets by 
Hongkong and China. 


Indonesia and Australia 

agree on Timor Gap split 

> Indonesia and Australia have reached an 
agreement on how to split exploration 
rights in the Timor Gap, a stretch of ocean 
between East Timor and Australia's 
Northern Territory. The middle section of 
the zone will be developed jointly while the 
other sections will fall under the exclusive 
jurisdiction of Indonesia and Australia 
respectively. The area is believed to be rich 
in oil and gas, with possible reserves of up 
to 1 billion barrels. The agreement will be 
formally signed in December and invitations 
to bid for contracts will open before 
end-1990, 


Aquino clears the way 

for petrochemical plant 

P Philippine President Corazon Aquino 
has cleared the way for Luzon 
Petrochemical Corp.'s US$320 million 
project to build a petrochemical complex in 
Batangas, south of Manila. Aquino on 30 
October signed into law an act lifting the 
48% ad valorem duty on imported naphtha 
which is to be used as feedstock. The project 
has been delayed for more than two years 
because of local political squabbling 
(REVIEW, 17 Aug.) which ended only after 
the Supreme Court upheld the Board of 
Investments' decision to allow a change 

in the plant location. 


Daewoo and Bimantara sign 
electronies joint venture 

> Indonesia's Bimantara Citra Corp. will 
link up with South Korea's Daewoo 
Electronics to build a US$203 million plant 
on the outskirts of Jakarta. Bimantara will 
hold a 60% stake and Daewoo 40% in the 
plant which is to start producing colour TV 
sets and other products in 1991. About 8076 
of output is to be exported. 
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STOCKMARKETS 


a s a Breakaway hits both Singapore and Kuala Lumpur u a Tokyo 
builds on Rockefeller a a a Taipei surges on privatisation plans a a a chastened Seow 
sinks deeper a a a Bangkok lacks direction in period ending 1 November a a a 


The index closed nearly 1% higher in 


Nikkei Stock Average; 35,549.44. — mixed trading. Buying focused on real 
a AF estate, construction and financial services 
shares, with Mitsubishi Estate rising *210 
to 2,680 on the back of its part purchase 
of New York's Rockefeller Centre, while 
Wakachiku Construction gained ¥390 to 
*2,710. Daily volume rose to average 
938m shares worth ¥1.7t (U5$12.01b). 








DJ PMAM ES SAS OW 


The market at first fell in thin, featureless 
usn ^" trading. The rot was stopped by 

d * continuing speculation that Hongkong 
Bank will reveal its inner reserves. This 
not only drove up the stock by 30 HK cents 
to HK$6.70, but also powered a technical 
rebound throughout the market. Daily 
volume averaged 575m shares worth 
HK$645.4m (US$82.74m). 


Prices fell sharply on news that the 
Malaysian authorities were to split the 
Singapore and Kuala Lumpur stock 
exchanges, but a technical rebound 
trimmed losses. Bedford dropped 7.5 s 
cents to 79 s cents while Neptune Orient 
Line shed 4 s cents to $1.51. Average 
daily turnover fell 44% to 55.84m shares, 
worth $$115.92m (US$59, 1m). 





DE M A MALI AS Oe N 


The announcement of the split between 
the Kuala Lumpur and Singapore stock 
exchanges unnerved the market, and the 
index finished 4.4% lower. Johan fell 10 M 
cents to 74 M cents but stockbroking firm - 
Rashid Hussein shot up 46M centsto 
M$3.88. Daily turnover was 36% lower 

at 29.75m shares, worth M$58.94m 
(US$21.9m). 


isis Lumpur 





MUERE EE NEEZIDE 


Bangkok Trading remained thin and nervous, 


“SET Index, 605.01. averaging only 8.82m shares a day, as 
| E local investors waited for the market to 





oe discover direction and gain momentum. 
“Good third quarter corporate earnings 
7777 brought short-term speculative buying of 
7777777 blue-chips at the end of the period. Saha 
7777? Union gained Baht 12 to Baht 284 
ow  (US$10.98). 


Stronger world copper and gold prices 
combined with investors' anticipation 

of a boost from the New York listing 

of the First Philippine Fund served to 
offset the effect of Wall Street's weakness. 
San Miguel B gained P3 to P126, and PNB 
rose 210 to 2622.5. Daily turnover 
averaged 1.4b shares worth P275.7m 
(US$12.5m). 
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The index dropped below the 900 level 
~ the government continued to squeeze 
' liquidity and investors worried about a 
"Fw flood of rights issues. Trading was light 
“With volume averaging 5.8m shares 
^ worth Won 13.4b (Us$20m). Securities 

7 and fabricated metals gained slightly, 

_ while fishery and forestry issues led the 
losers. Cheil Securities gained 5.6%. 


Investors turned bullish on news of a pl. 
~ to privatise the three large commercia! 
^ banks. They also liked reports that the 
y SEC will wait until next year to widen the 
daily price fluctuation limit to 10%. 
Average daily turnover hit a period higi 
^ OfNT$152b (Us$5.91b). Great Wall Food. 
* rose NI$11 to NT$113, and Long Chen 
Paper gained NT$99.50 to NT$114. 





Fears that the market would fall 
depressed investors, and so the market 
fell. Better than expected trade figures 
and a stronger gold price provided som 
support, but trading was dominated by 
overseas’ trends. Turnover, at 595.13m 
shares worth A$1.361b (Us$1.06b), was 
boosted by option expiries. Dominion 
Gold gained 30 A cents to A$1.72. 








The market at first fell with Wall Street 
. before overseas investors were tempted 
- backby a fall in the kiwi dollar. The 

~ currency fell after Japanese banks 
torpedoed a government loan. Fletcher 
- Challenge fell 5 Nz cents to NZ$4.47. 

^ Brierley Investments fell 2 NZ cents to 
^7 NZ$2.10. Volume totalled 44.76m shares 
$W worth NZ$91.36m (Us$54.1m). 





In a week shortened by religious 
holidays, state-run financial institutions 
continued to prop up the market, and 
succeeded in pushing up the index. But 
the upswing was a thin and fragile affai 
as underlined by the market's weakenir 
on rumours of a decline in institutional 
support. Reliance fell Rs 1.50 to Rs 91 
(US$5.38). 





A surge late in the period on optimism 
that big takeovers were still possible coul 
not offset earlier falls suffered by the Do 
Jones Industrial Average. Those falls 
reflected concern over sluggish economi 
performance coupled with disappointin 
third quarter corporate earnings. Tradin 
was generally thin and volume fell to tot 
803.9m shares. 
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All New and Completely Updated Editions 


If you are interested in China here's a 



















‘he People's Republic of 


:hina Year-Book 1988/89 
he People's Republic. of 
‘hina Year-Book 1988/89 is 
sot only fascinating reading 
y those with social and cul- 
ural interests in China, but an 
ssential reference for people 
‘ith business dealings in the 
iuntry. 


Nhat is it? 
his annual volume with over 800 
ages singularly offers the most 
»mplete guide to every aspect of 
fe within China available today. Its 
ally updated contents range from 
xe people and culture to economics, 
nance, trade, politics, education, 
nence and technology. Plus countless 
ther subjects covered in precise detail. 

is the culmination of thousands of 
ours in research invested by the New 
hina News Ltd., professionals who 
now the country intimately. The result 
a cyclopaedia of unparalleled insight 
nd information. 


Nho needs it? 

f you have any interests in China 

t all then you'll find the People's 

tepublic of China Year-Book 1988/89 

» be an essential companion. And, 
ecause it is completely indexed, it is a 
articularly helpful reference for 

tudents, professors and people 

onducting business in or with the country. 





NOW THESE TWO 
ESSENTIAL WORKS 
CAN BE YOURS 
AT A SAVING OF US$34.00 


Buy both of these informative books 
and you can save US$34.00 off their 
original combined price. Which means 
that for only US$145 you'll get: 

e Thousands of pages of detailed 
data examining the changing face of 
China. 

è Expositions, speeches and articles 
contributed by specialists, pertaining 
to the exciting market potential and 
business opportunities available in 
China. 

e Hundreds of photographs and 
illustrations of interest. 

è Two systematic and valuable 
references for those with business 
dealings or academic interests in China. 
















The People's Republic of China Year-Book 
1988/89 combined with The Almanac of 
China's Foreign Economic Relations 1988 
bring you all the information about China 
you'll ever need. 

Order your copies today. 









double-barrelled offer you cannot 
afford to pass... 


The Almanac of China's 





Foreign Economic 
Relations & Trade 
1988 


China’s trade policies with 

the rest of the world have 
never offered more 
opportunities than they do 
today. The country represents 

an unprecedented potential — 

an expanding market equivalent 
to one quarter of mankind. And 

yet, data on this rapidly growing 
economy has, until recently, been 

scant and unreliable. 

Now, there is one book that 
encapsulates every detail relevant to a 
businessman conducting dealings with 
China — The Almanac of China's 
Foreign Economic Relations & Trade. 


What is it? 

The Almanac records articles and data 
contributed by leading scholars and 
specialists as well as representatives 

from China's Foreign Economic Relations 
and Trade Department. Its contents are 
extensive and detailed, systematically laid- 
out for ease of reference. It includes vital 
information to businessmen, such as trade 
policies and restrictions, and even offers 
listings of potential joint-venture 

partners. 


Who needs it? 


The Almanac is absolutely vital to anyone 
thinking of, or already involved in, business 
relations with China. It is also a fascinating 
record of the changing face of China's trade 
policies. Not only is it one of the few books 
that offers an accurate view of China's 
economy but it is also the most up-to-date 
documentation of this data. 


To take advantage of this opportunity and save US$34.00 simply clip and mail this coupon to: 
Publications Division, Review Publishing Company Ltd., GPO Box 160, Hong Kong. 





A O Please send ... copy(s) of The 


BO Please send ... copy(s) of The CO Please send ... copy(s) each of both 
Almanac i 


People's Republic of China Year- of China's Foreign The People's Republic of China 
Book 1988/89 for which I enclose Economic Relations & Trade Year-Book 1988/89 and The 
US$100/HK$780 per copy. For 1988 for which I enclose Almanac of China's Foreign 


surface mail delivery add 
US$6/HK$47, for airmail delivery 
add US$22/HK$170. 


US$79/HK$615 per copy. For 
surface mail delivery add 
US$6/HK$47, for airmail 
delivery add US$22/HK$170. 


(Please print in block letters) 
Mundo Nee |. C T S ree a RPM eed qnl in S2 
PS ia EE IEEE N A S E ONEPAGE OAIT EE 


PoP TERE LECT EEO EEE EET ET TTT TTT PETC PPE CC EOC Oe CPP PPP Pee EEEE 


| 
| 
| 
| 
Economic Relations & Trade 1988 | 
for which I enclose 
US$145/HK$1,131 per set. | 
For surface mail delivery add 
US$12/HK$94, for airmail delivery | 
add US$44/HK$340. | 
| 
| 
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"The present position and potentialities of 
this region justify optimism." 


“Given the potential economic and 
political development of Asia we anticipate a 
growing demand for reliable, concise and 
above all objective assessments of events." 


‘é 


...We discern a remarkable thirst fo 
more and better education, information and 
knowledge, and intellectual satisfaction.” 


“At any time and in every case, unbia 
and dispassionate, factual and balanced 
reporting will be our aim and policy.” 


The Editor 
Far Eastern Economic R 
First Issue 1946 











In the middle of a decade which had 
seen the greatest upheaval the world had 
ever known, a group of men with faith 
and foresight set their eyes on Asia. 

They recognized the need to chronicle 


the restructuring of Asia from the ashes of __ 


war. A region that they felt would rise and 
grow at an astonishing rate, perhaps faster 
than any other. A region that they felt the 
world would need to watch carefully. 

In October of 1946, a publication x 
dedicated to balanced, objective coverage 
of Asian affairs was born. Its name: The 
Far Eastern Economic Review. 

In the decades that followed, the E 
phenomenal growth of Asia astounded the ~ 
world. The prophecy of those visionaries 
echoed strongly; leading the Review to 
consistently serve as an important channel 
of information on Asia. This dedication 
and foresight has not changed. 

Today, 42 years later, the Far Eastern 
Economic Review is the world's premier 
publication on Asian affairs. Unmatched 
by any other. 

Today, more than ever, when the Review 
speaks, Asia listens. 





FarEastern Econ mie 


Unparalleled poe in Asia. 
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CLASSIFIED ADVERTISEMENTS 





in Hawaii 
INTERNATIONAL EXECUTIVE EDUCATION PROGRAMS 
Building on four decades of experience, we bring together 


world-class faculty and senior business leaders who live, 
work, or have an interest, in Asia and the Pacific Region. 


Advanced Management Program 

June 24 - July 27, 1990 

A five week Program for senior level executives. Participants 
develop fresh perspectives for senior managerial decision- 
making and understanding of the dynamics of doing business 
in Asia and the Pacific Region. 


Executive Field Study in Asia 

May 1990 

An exploration of the Asian business environment. Program 
brings executives into the boardrooms and assembly lines of 
Asian industries. This experience will enhance their Strategy 
formulations for doing business in the region. 


International Banking & Finance 

July 1-28, 1990 

A four-week program for mid-level executives. Program 
provides comprehensive training in new concepts, institutions 


and modes of financial transactions associated with offshore 
banking and multinational corporations. Includes a week of 
bank visits and seminars in California. 


International Business: U.S. & Asia 

July 1-20, 1990 

A three-week program for mid-level executives. Focuses on 
skills development in cross-cultural management, international 
marketing and multinational corporate strategic decision-making. 


Participants in the above programs whose native language is not English must be fluent in 
conversational English and be able to read and understand substantial study and reading 
assignments. A six-week intensive English program starting in May, 1990, is available 
for these who may wish to sharpen their English business language skills. 


Japan-Focused MBA 

August 1990 - November 1991 

A full-time accredited MBA program that balances the practical 
and theoretical requirements for successfully doing business 
with the Japanese. This intensive 15-month curriculum 
includes Japanese language and culture courses and an 
internship with a major corporation in Japan. Requirements: 
Accredited bachelor's degree, TOEFL & GMAT. 


ee SS ES ES 
FOR MORE INFORMATION 


Director Telephone: 
Center for Executive Development — (808) 948-8135 or 956-8153 





"CANADIAN FARM LAND" 


Investor wanted to invest in Sas- 


Director General 


The position of Director General of the International Center for Living Aquatic 
Resources Management (ICLARM) has become immediately available as a result of the 
continuing illness of the previous incumbent. 

ICLARM is a nonprofit, autonomous, nongovernmental, international center with 
headquarters in the Philippines. The goal of ICLARM is to assist tropical developing nations 
in wise management of aquatic and coastal resources and in aquaculture development for 
the benefit of small-scale producers and rural poor. The Center's Program areas include 
aquaculture (principally low cost inland and coastal farming systems and genetics), capture 
fisheries management (stock assessment and modelling), coastal area management 
(planning, geographical information systems, socioeconomics) and information (global 
services and research) which interact in a multidisciplinary approach. 

Qualifications: The major qualifications required are: 1) Ph. D. and background in one 
or more of ICLARM's Program areas; 2) Ability to work with scientists, research institutions, 
fisheries agencies and other governmental and nongovernmental entities, national, 
regional and international; 3) Proven competence in managerial matters to ensure efficient 
operation of an international, multidisciplinary center; 4) Proven competence to deal 
effectively with fund-raising activities and donor organizations. 

Duties and Responsibilities: The Director General will have full responsibility for the 
supervision and direction of the International Center for Living Aquatic Resources 
Management. Under the general supervision of the ICLARM Board of Trustees he or she 
will direct the planning and implementation of the research programs of the Center. Based 
at headquarters in Manila he or she will supervise directly the four Program Directors in the 
execution of ICLARM programs, 

The Director General will assume responsibility for fund-raising on behalf of ICLARM 
and will maintain an effective relationship with donors and potential donors; take 
responsibility for public relations and maintenance of close communications with fisheries 
research and development organizations worldwide to ensure close cooperation with these 
groups; and play a pivotal role in coordination of ICLARM research programs with those of 
other institutions. These functions require frequent travel. 

Benefits and Allowances: Generous, equivalent to those provided by the International 
Agricultural Research Centers. 

Application: Applications should be addressed to Dr. James A. Storer, Chairman, 
ICLARM Search Committee, 15 Cleaveland St., Brunswick, Maine 04011, U.S.A. to be 
received no later than 15 February 1990. Applications should include complete personal 
qualifications and experience, previous and present positions and salaries, and names, 
addresses and phone numbers of three personal references. 


investment Opportunities 


An exclusive and probably unrepeatable offer... 


P huke t 


Few remaining beach front houses and apartments in a sec- 

luded managed property at Kamala Beach. Prices from US$ 

75,000. Showhomes available. va 
Call Mr. William Pinsent of Phuket Land now on 66-76- 321207 

115/1 Kalim, Patong, Phuket, Thailand; Fax 66-76-21381 2: Telex 69513 shp serv. 










College of Business Administration Facsimile: katehewan Farm. Specializing tá 


University of Hawaii (808) 944-3027 or 956-3766 wheat, durum, and lentil produc- Reservations should be 
2404 Maile Way, Dept. A Telex:: tion. Excellent growth potential. addressed to: 
- For more information contact: In nal Classified Manager 


GPO Box 160, Ho 


Box 266, Kindersley, Sask. Tel: 5-8328300 Telex os DH 
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BUSINESS AFFAIRS 





THE STH COLUMN 


Indonesia’s visible hand 


to Indonesia's economy, but the 

drop in oil earnings not only re- 
vealed a need to diversify export earnings — 
it also encouraged a reassessment of the role 
of the private sector. 

The upshot has been a series of deregula- 
tion measures launched by the Indonesian 
Government since early 1983. In March 
1983, Jakarta’s technocrats devalued the 
rupiah by 50% against the dollar. This was 
followed by limited bank deregulation — 
credit ceilings were removed, and interest 
rates freed to some extent. In April 1984, the 
government introduced tax reforms. 

One of the most dramatic reforms was 
contained in the presidential order “Inpres” 
No. 4, of April 1985, which dismantled half 
the nation’s customs service, and assigned 
its inspection and duty assessment func- 
tions to Geneva-based Société Générale de 
Surveillance. 

A package designed to cut export costs 
was announced in May 1986, under which 
exporters could reclaim import duties on im- 
ported capital and intermediate goods. In 
September 1986, the rupiah was again de- 
valued. Then came the policy package of 
November 1988 which broke the import 
monopolies on certain raw materials and fi- 
nally in October 1988, economic liberalisa- 
tion culminated in financial deregulation 
which liberated banks and allowed for com- 
petition in the financial markets and re- 
moved restrictions in sea transport and ship- 
ping investment. 

These policies would seem at first glance 
to be bearing fruit. However, it is not certain 
whether deregulation is responsible for In- 
donesia's quickened rate of growth, or 
whether it merely reflects the injection of 
overseas funds which now pay for about 
80% of Indonesia's development budget. In 
1989-90 the development budget totalled 
Rps 13.1 trillion (US$7.75 billion), of which 
only Rps 1.8 trillion can be raised domesti- 
cally, leaving a development budget deficit 
of Rps 11.3 trillion. Indonesian foreign debt 
is already US$58 billion (including undis- 
bursed loans) leaving a debt-service ratio 
(DSR) of 37%. 

Indonesia needs to increase its exports 
merely to service this debt. The problem is 
that almost all of the foreign debt is govern- 
ment debt, from which the private sector de- 
rives little direct benefit. Nevertheless, the 
private sector has to shoulder its share of the 
burden by giving priority to earning foreign 
exchange. The high DSR means that foreign 


he plummeting oil prices of the 
| | je. 1980s delivered a nasty shock 
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By Umar Juoro 


exchange brought into the country by ex- 
ports goes straight back out again, rather 
than being ploughed back into the econ- 
omy. Moreover, the higher the debt, the 
greater the role — potentially stifling — of 
the bureaucracy which services it. 

If economic liberalisation is to succeed 
there are at least two prerequisites: macro- 
economic stability and efficient supervision 


ee 


Indonesia’s economic 
liberalisation is more a result of 
government initiative than of 
private-sector pressure. 


99 

of the financial sector. Macroeconomic sta- 
bility implies price stability, fiscal discipline, 
and policy credibility. Indonesia's recent 6% 
plus inflation rate needs to be brought below 
5% — in line with most other Southeast 
Asian nations. Lower inflation would not 
only keep production costs relatively low, it 
would also remove a disincentive to saving. 
Inflation can be tackled by keeping money 
supply growth moderate. This demands 
more conservative budgeting — especially 
where foreign borrowing and oil price esti- 
mates are concerned. 

One of the main aims of economic 
liberalisation is to secure greater non-oil ex- 
port earnings. This demands coordination 
between monetary and exchange-rate 
policies. The rupiah is no longer seriously 
overvalued, and the task of the monetary 
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authorities is only to maintain the controlles 
floating exchange rate and to convince ex 
porters that domestic inflation will not erod 
their international competitiveness. 

High interest rates are the main problen 
— Indonesia’s rates remain much highe 
than those of most of its Southeast Asiar 
neighbours. The high interest rates are ths 
price of inconsistency in macroeconomi 
policies and inadequate banking supervi 
sion. Current lending interest rates, at mon 
than 20%, discourage domestic investment 
though the high deposit rates have in 
creased the level of saving deposits signi 
ficantly. Interest rate policy is to bring lend 
ing rates down to around 11% — hard te 
achieve, but necessary to encourage domes 
tic investment. 

Interest and exchange-rates policies neee 
to complement each other — high interes 
rates will do little to deter capital flight i 
people have little confidence in the rupiah. 

For now, probably the most appropriate 
policy response is for the monetary au 
thorities to ensure interest rates are set a 
their free market level. This should be an in 
terim policy until price stability is achievec 
and bank supervision is adequate. Both th« 
government and the private sector have 4 
role to play in setting competitive interes 
rates. 

Economic success demands strong bank 
ing supervision to assess the health of the fi 
nancial system. Effective bank supervision i: 
crucial mainly because of the vagueness o 
transactions either among banks or betweer 
a bank and its own companies group 
Supervision will contribute significantly tc 
the transparency of transactions, and vice 
versa. 

Finally, the work of the market demand: 
legislation to guarantee the existence of pri 
vate firms. The legal structure urgently 
needs reforming, since it is hardly robus 
enough to support economic liberalisation 
New laws are needed to enable owners tc 
defend their property, and also to allow 
lenders to take collateral and to collect deb 
more easily. At present, the Indonesiar 
legal system features incompetent court offi 
cals, slow court procedures, and corrup 
tion. Businessmen prefer to avoid the courts 
because often decisions are influenced by 
social or political pressures which bring ad- 
vantage only for the well-connected. 

Indonesia's legal system is still too often 
an adjunct of the executive — one of In- 
donesia's most serious problems is how tc 
get the legal system out from the shadow ot 
bureaucracy. It needs to transform its role 
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yen — some obviously well-educated — 
rowd around a foreign visitor to a Tai- 
vanese electronics plant, begging for an in- 
*oduction to the bosses inside. 

“My father works for a state enterprise,” 
«plains one youth. “They don’t have 
mough orders now. They're down to half 
alary, and even then they force workers to 
ake part of their pay in government bonds 
ather than cash. I'd give plenty to avoid 

life like that. A starting worker in the 
'aiwanese plant gets a nice, steady salary 
which amounts to twice what my father 
arns after decades of service, plus bonus 
nd overtime." 

The Taiwanese, for their part, find they 
an afford such largesse and still wind up 
saying less than a fifth of what it costs per 
nan-hour back home. Admittedly, produc- 
ivity is lower. But mainland workers, they 
and, are far more trainable than others in the 
-outheast Asian region. "It's pretty unbeata- 
de value for money,” a Taiwan plant man- 
ger in Xiamen admits. 

So attractive is the Chinese labour pool to 
"aiwanese business that already a lively 
iecondary market has sprung up in main- 
and properties, a Taipei real-estate broker 
aims. “You want a plant site in Xiamen? 
Xo problem. You want a flat there? Or 
aaybe something in one of the other SEZs? 
;huhai? Dalian?” Prices for such real estate 
emain firm, the broker adds, though they 
ae not appreciating nearly as fast as be- 
ore Tiananmen. Still, he is convinced, the 
lownside risk is limited: “Taiwan investors 
vill take a punt in anything." 

Primary market prices for inland plant 
ites, too, remain surprisingly buoyant, 
"aiwanese investors report. At one of the 
sutdoor eating stalls on Guangzhou's fam- 
sus Dog Street, a quintet of Taiwanese or- 
lered a canine casserole to celebrate their 
ust-completed negotiations to open a metal 
xtrusion factory in nearby Whampoa. The 
„pace they leased cost about 20% more than 
*quivalent factory space in central Taiwan, 
lespite their fervent haggling. 

But it is still worth it, the industrialists 
ieel, considering the rest of the sweeteners 
ihat local officials were willing to throw in: a 
our-year tax holiday, followed by a five- 
vear grace period when taxes will run at just 
valf the normal Chinese rates; assurances of 
nanagerial autonomy; guaranteed access to 
‘oad and river transport; plus free import of 
aw material supplies and capital goods im- 
»orts. In fact, the Taiwanese suspect, their 
oint-venture partners (a municipal govern- 
nent corporation) might have signed on 
mainly to take advantage of these import 
orivileges in order to procure items that 
-hinese companies have a hard time bring- 
ing in on their own. 

Officials like Sun Zhao Lin from the 
f'aiwan desk of the central Ministry of For- 
"ign Economic Relations prefer to stress 
he more edifying rationale for the special 
»rivileges enjoyed by cross-straits investors 
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and traders: "Taiwanese compatriots are 
our flesh and blood, our brothers. That's 
why we give them maximum freedom 
about things like buying property and hiring 
workers —. more lattitude, even, than 
people from Hongkong and Macau." 


ll this brotherly bonhomie carries a 
price tag, though, as mainland offi- 
cials are starting to realise. Taiwan is 
chronically in surplus on its trade account 
with the mainland — at least the “official” 
portion which is routed through third coun- 
tries. As for smuggling traffic, tourism re- 
ceipts and personal remittances, Chung 
Hua Institute researcher Lin Li-chun is con- 
vinced the balance is heavily in mainland 
China’s favour. | 
That leaves the mainland with a glaringly 
visible deficit of US$1.7 billion on its trade 
with Taiwan — nearly a fourth of China's 
overall trade deficit worldwide. To redress 
this imbalance, Peking has just started re- 





Trade across the Strait 


Fibres 
Plastics, 


Fish 

Animal/plant products 
Ceramics 

Chemicals. A 


quiring Taiwanese to channel all their trade 
through 68 designated state-run companies. 
Taiwanese seem unfazed by this bluster, 
though. For one thing, Lin points out, much 
of what appears in the trade figures should 
more accurately come under the rubric of 
investment: materials and equipment for 
Taiwan-run factories which the mainland is 
in no position to shut off. Then, too, official 
trade channels are easily circumvented. 
Says a Taiwanese visitor at the Canton 
Fair: “I always go straight to the factory for 
whatever I want. I don't even place orders at 
the fair, let alone through the trading: com- 
panies. I just come to Canton to see what's 
on the market. But you can always get a bet- 
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ter price straight from the enterprise. Better 
deals on counter-trade, too." 

As for transport and customs formalities, 
the Taiwanese window-shopper remains 
vague: "We have our ways." 

The Chinese island of Meizhou might 
offer a clue to what he means. The sun- 
bleached rock, a short ferry hop from the Fu- 
jian coast, is one of about a dozen fishing 
communities that have turned into wide- 
open free ports for Taiwanese fishermen. 

/  Atone end of the crescent-shaped island 
is the mother temple of Matsu, a seafarers’ 
goddess worshipped all over the South 
China coast. Her devotees in Taiwan 
number in the millions. The temple on 
Meizhou has been gaudily refurbished, to 
the tune of more than Rmb 1.5 million 
(US$403,226) — most of it donated by Matsu 
temples in Taiwan. 

The long stairway up to the shrine 
is lined with trinket. stalls catering to 
Taiwanese pilgrims. A few trim blue Taiwan- 
ese fishing boats in the 100-200 tonne range 
bob in the bay, in marked contrast to the sail- 
powered junks that ply the coast. 

At the opposite end of the island, the 
fishermen have set up their impromptu 
bazaar. One Meizhou native son who was 
raised in Taiwan has now returned home as 
a high-rolling capitalist. He runs a sort of 
ship chandlery on the island, supplying the 
Taiwan vessels with whatever they need — 
fuel, supplies, spare parts, even crew. 

He also helps arrange goods for trade, he 
says. Popular Taiwanese wares in the bazaar 
include toiletries, clothes and consumer 
electronics, he reports. In return, the Tai- 
wanese load up on fish, which they find 
cheaper to buy from the mainland than to 
catch. 

The fish, according to Taiwan police 
sources, often disguise more lucrative car- 
goes smuggled from the mainland. Recent 
coast guard hauls have included guns, 
drugs, fancy pet dogs, gourmet salaman- 
ders, herbal potions, political dissidents 
(both Taiwanese and Tiananmen activists), 
wetback labourers and vice girls. 

Business has been so good, the Meizhou 
ships' chandler says, that he has decided to 
stage a three-day local dialect opera in front 
of the Matsu temple to thank the goddess. 
Local officials and top communist party 
cadres have offered him a banquet the night 
before the peformance. They reserve special 
praise for his scheme to provide mainland 
crewmen for the Taiwanese fishing boats. 

This business, the native son explains, 
offers a unique chance to do well by doing 
good. All his mainland crewmen are gov- 
ernment trained, fully insured and properly 
documented, deliverable in Hongkong or 
Singapore in order to circumvent Taipei's 
prohibition on picking up crewmen in 
China proper. Both sides are well served, no 
laws are broken, and “the two sides of the 
Chinese motherland are brought just a little 
closer together.” | 





University of Sheffield 





CENTRE FOR JAPANESE STUDIES 
SENIOR LECTURESHIP/ 
LECTURESHIPS 


The Centre for Japanese Studies is one of the largest departments of its kind 
in Western Europe, specialising in the study of modern Japanese language 
and society. As part of a major expansion supported by the Department of 
‘Trade and Industry and by private sources, applications are invited for four 
posts of Lecturer, available from January 1990 or later by arrangement. One 
of these posts may be filled at Senior Lecturer level. 


One post will be filled in Japanese Language. Candidates should have 
experience of teaching Japanese and research interests in language 
.' acquisition or a related field. The other three posts may be filled in any area 
of modern Japanese Studies, including business studies, politics, 
. economics, law, international relations, modern history and linguistics. 
Applicants should possess native or near-native fluency in the Japanese 
language. 


Salaries will be in the range £21,489-£24,285 for the Senior Lectureship and 
£10,458-£20,469 for the Lectureships. according to age, qualifications and 
experience. 





Informal enquiries to Professor G D Hook, Centre for Japanese Studies 
(telephone 0742-768555 ext 4384; fax 0742-729479). 


Further particulars from Director of Personnel Services, The University, 

Sheffield 510 2TN, UK (telephone 0742-768555 ext 4201) to whom 

applications should be sent by 17 November 1989. Please quote reference 
| P 


An Equal Opportunity Employer 
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Publications 






f i 
ALL ASIA REVIEW OF BOOKS 





: | 
FORECASTING: l | if you enjoy books & are interested 
«OF THE GAME in Asia then here is a magazine 


you've been waiting for. 

Each month you get book reviews, 
: music & travel columns, inter- 
views, features... and more 


| Annualrates: Hong Kong HKS378 
| 
i 





Currency Confidential i& a weeky forecasting l 
ce for dealers, corporale treasures and 
“business people. It shows how you and your E 
ssompany can benefit from currency fluctuations 
and movements in interest rates. | 







“every week you will get an overall survey af ali 
othe major currencies^ where ihey are and where 
they ae heading: explicit loreign exchange and 
interest rate forecasts as weil as explicit hedy- l 
ling advice. 


Asia US$59.50 
| For your free copy contact: 
Geoghegan Publishing Ltd, GPO 
Box 13311, Hong Kong. 

Tel: 5-895 5827 Fax: 5-776 215 





gApply now for a free sample copy to Room M, 
Eurostudy Publ, Co., Ludgate House, 107 Fleet 
*dtreet, London EC4A ZAB, England 





If you have something 
^ Burostudy Publiahing Company Is regulated by the R 
j Securition & investment Board. J to say... say it 
"e Senn ne ee m in the Classifieds! 








Readers are recommended 


to make appropriate enquiries and take appropriate advice before 
sending any money, incurring any expense or entering into a bind- 
ing commitment in relation to an advertisement. The Far Eastern 
Economic Review shall not be liable to any person for loss or dam- 
age incurred or suffered as a result of his/her accepting or offering 
to accept an invitation contained in any advertisement published 
in the Review. 
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A vital 


Communications 
tool for China 
traders | Qa he 


Ow you can have 
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directory of its kind 
available in the market. 


. China Telex & Fax 
| Directory is a vital 
. communications tool 
for all China traders. 
i eene Compiled from our 
For Your Direct Mail Needs in China. own database, it 
cv TAS provides the | most 
comprehensive listing 
of up-to-date ind: accurate e. and fax numbers of 
all the significant organizations in China. Indexed in 
four ways, you'll find it easier and more convenient to 
USC: 





1. Alphabetical listings of companies and 
organizations. 


2. Geographical listings of names and 
numbers. 


3. Numerical listings of telex numbers. 


4. Alphabetical listings of telex 
answerbacks. 


You can get this extremely useful book by simply completing the order 
form and sending it along with vour payment to China Phone Book Co., 
Lid.. GPO Box 11581, Hong Kong. 

S T ua Led ca open clar. 
To: China Phone Book Co., Ltd. GPO Box 11581, 

i Hong Kong. i 
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Win many, lose one 


A policeman's lot is not supposed to be a 
happy one, but Thailand's former police 
chief Gen. Pow Sarasin, 60, might disagree. 
Since retiring as the police department's di- 
rector-general on 1 October, Pow has been 
invited to serve as vice-chairman of one of 
Thailand's i d banks, the Thai Farmers 
. . Bank, and is also in- 
.— volved in a multi-mil- 
lion dollar project to 
build a golf course 
near Bangkok "with 






friends.” Pow loves 
golf. 
Apart from the fact 


that he was chief of 
; police for two years, 
t Pow's name probably 
helped to ensure the 
post-retirement offers. The Sarasins are 
often referred to as the Kennedys of Thai- 
land. One brother is leader of the ruling coal- 
ition Social Action Party and a deputy prime 
minister, and another, Asa, retired earlier 
this year as ambassador to Washington to 
become president of Padaeng Industry, 
which is currently riding high on the 
Bangkok stock exchange. Pow's father, Poj 
Sarasin, was a former prime minister. 

Pow studied chemistry at John Hopkins 
University in Baltimore and criminology at 
California State University before returning 
to join the Thai police force in 1954. One 
setback at the end of his police career was 
that he failed to install his deputy, Gen. 
Serm Charurat, as his successor. Interior 
Minister Pramarn Andireksarn's choice, 
Gen. Sawaeng Thirasawat was chosen in- 
stead. Not that it matters now for Pow, as he 
belatedly enters the world of banking — at 
the top — and swings into Thailand's golf- 
course boom. 


New twist to a sorry tale 
New British Foreign Secretary Douglas 
Hurd, 59, published a thriller about the fall 
of Hongkong in 1969 called The Smile on the 
Face of the Tiger. One of his first important 
duties is to announce a British immigration 
“package” for Hongkong Chinese élite who 
do not believe their current lifestyle can be 
maintained under Peking. 

Observers will watch closely to see how 
he marries fact with his fictional 1976 
scenario in which plans are drawn up to 
evacuate the colony's population as the 
People’s Liberation Army prepare to in- 
vade. His appointment will no doubt create 
a demand for the political thrillers which he 
wrote before the commitments of high office 
stalled his hobby. 

Material for this Cambridge scholar and 
Mandarin speaker's books came from his 14 
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years in the foreign service, which included 
a posting to the embassy in Peking in 1954- 
56. Further experience in the Foreign Office 
came when he became minister of state in 
1979-83. Since then, however, he has been 
in the Home Office, becoming home secret- 
ary in 1985, during which time he would 
have become fully versed in all the argu- 
ments why more Hongkong Chinese 
should rot be allowed into Britain despite 
the colony's claim to this right. 


Not quite a low-key job 


William Erhman, 38, the newly appointed 


political adviser to the Hongkong Govern- 
ment, is in the centre of a row involving the 
Hongkong branch of the Xinhua news- 
agency, Peking’s representative in the col- 
ony. His job of advising the government on 
relations with China is usually performed in 
a low-key and non-controversial manner. 
On 26 October, a letter he wrote to his 
counterpart in Xinhua was leaked to the 
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local English-language press. It showed that 
the government had not made any new con- 
cessions to China in order to get the latter to 
take back more than 1,000 illegal immi- 
grants. However, the letter also revealed 
that the government was prepared to use 
the law against people considered trouble- 
makers by Peking. Despite the current hic- 
cup in Sino-British relations, Erhman has 
been invited to visit China. 

Erhman, a sinologist, took up the job in 
August. A 1969 Cambridge graduate with 
first-class honours in Chinese, he joined the 
Foreign and Commonwealth Office as a 
member of the China desk of the Far East 
Department. In 1975 he spent nine months 
in Hongkong as a Chinese-language stu- 
dent after which he was posted to the British 
Embassy in Peking. He then worked in the 
British mission in New York for several 
years and returned to Peking in 1983. He 
was closely involved in the Sino-British ne- 
gotiations which led to the 1984 Sino-British 
joint declaration on the future of Hongkong. 
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Rise of a technocrat 

Park Un Suh, 50, a forceful advocate fc: 
strong government role in technology a 
industrial policy, has moved from Sow 
Korea's Ministry of Trade and Indus: 
(MTI) to the presidential Blue House. 
joins the staff of senior presidential sec 
tary for economic affairs Moon Hee G. 
who has emerged as the most power 
presidential economic secretary in almos 
decade. 

Park, a graduate of the élite Seoul M 
tional University, received a graduate & 
gree in development economics from Ne 
York University. Last year he publishec 
best-selling book, At the Scene of Trade F. 
tion, recounting his experiences as a trai 
negotiator for the MTI from 1981 to 19 
While his general brief at the Blue How: 
will include industrial policy, energy a: 
trade, his first project is, in his words, "he 
to cool down consumerism and prome 
workaholism." 


An unhappy birthday 

Veteran Taiwanese opposition lawmak 
Kang Ning-hsiang, in his last parliamentz 
speech before retiring from the Legislati 
Yuan, thanked the military investigati 
bureau for a bitter 52nd birthday present 
a sedition charge arising from an article pv 
lished in his daily newspaper, the Capi 
Morning Post. The seven-month-old par 
alleged that Taiwan's chief of general sta 
Hau Pei-tsun, ordered the shelling of 
memorial to the late president Chia: 
Ching-kuo on the fortress island of Kinme 

The purported object of the shelling w 
to demolish the flawed monument so 
could be rebuilt correctly. The paper 1 
tracted the story the next day, but the Ki 
men Defence Command insisted that tl 
item eroded faith in the military. T 
charges against Kang raised protests amo 
a visiting delegation — &—  —^. 
of legislators from the emm — 
US and Australia in | g 
town to monitor the | 
national election cam- _ 
paign. 

Kang grew up 
poor, but put himself 
through a manage- 
ment degree course in gal gs 
thenightschoolofNa- SERM 
tional Chung Hsing 
University while working days as a labow 
in the state oil company. Upon gradt 
tion, he entered politics as a Taipei city cou 
cillor in 1969 and as a parliamentarian frc 
1972 onwards. He lost his seat once — 
1983 — when his credibility among the c 
position declined because of his more mc 
erate line. 








9 NOVEMBER 19: 


Available at Club Las Brisas, Marbella, Spain and in 153 other countries. 
< siy P : 





Ihe better things in life are always within reach. 


WORLD CUP CME 





World Cup of Golf tournament, l6th - 19th November at Club Las Brisas, Marbella, Spain. 


le mut de Carlier’ 
Paris 


PEARL TIPPED LUXURY SLIM CIGARETTES 





9 Subscriber copy not for resale 


6 NOVEMBER 198 








] CH IN A-TAIW AN TRADE 
FarEastern Economic Stampede Across the Strait 


SRI LANKAN ECONOMY 


Winning a Reprieve |< 4/' fto 
2 







SOVIET FAR EAST 


Vladivostok Opens Up 








Local prices Brunei 8$4.50 France Fir22 india As24 Korea . Won2000 Myanmar/Burma K5.50 Pakistan 8s22  SaudiArabia SR 11 Srilanka . Rs45 Thailand Baht70 
Australia A$3.75 Canada C$4.50 Holland GƏ indonesia Rps3000 Laos US$2 Nepal ..,, A8525 PNG Kina2.50 Singapore. S$4.50 Sweden .. SKr25 U.K. £2.40 
P300 Taiwan NT$90 U.S.A. US$3.50 


Bangladesh Taka38 China US$2.50 Hongkong HK$20 Japan Y680.«wwee Malaysia M$5.50 New Zealand NZ$4.50 Philippines £30 Spain 


F5819 


© PUBLICIS 


IHE FINE ART OF FLYING 
by Bradley. 


Den atn uu 





- | » | gA | ; 
Joyride by Martin Bradley. In capturing the spirit of our nonstop flights to Bangkok, Tokyo, Rio and Los 
Angeles, the painting by British born Bradley, projects not only a sense of happiness, but also feelings of 
certitude and pride in his technique. And at Air France we have the same feelings every time you fly with us. 


Technically speaking, 1 care nonstop. 


THE FINE ART 
AZ OF FLYING 








aor. Philip Bowring 

gional Editor. Hamish McDonald, V. G. Kulkami Deputy; 
ey Wright, David Porter Assistants 

imuiness Editor: Ron Richardson; Tony Major Deputy; 

"when Morgan, Michael Taylor Assistants 

xus Editor: Michael Malik 


ws & Society Editor. Margaret Scott; Lynn Pan Books Editor 
sews Editor: Paul Bayfield; Steve Proctor Deputy: 
a Motwani Assistant 
torial Manager: Mary Lee 
imet Correspondent: Rodney Tasker 
~emational Finance Editor: Anthony Rowley London 
wecialist Contributors: Bob Johnstone Technology; 
waathan Friedland Finance ; Carl Goldstein Industry ; 
whael Westlake Transport; Emily Lau Hongkong ; 
3alakrishnan Singapore ; Elizabeth Cheng China Trade ; 
wise do Rosario China Economy ; Murray Hiebert Indochina ; 
‘istopher Marchand Investment ; Bertil Lintner Burma ; Nayan Chanda; 
:hael Bishara; Tai Ming Cheung 
wnsultant Editor. Derek Davies 
' Department: Andy Tang, Ricky Hui, Bamy Lee 
imaphics Coordinator: Pat Elliott Shircore 
duction Editor: Paul Lee; Henry Chiu Deputy ; Chris Tsang Assistant 
werarian: Jan Bradley 


IIREAUX 
ngkok: Paul Handley 2511139 
Salamat Ali 823349 
: Michael Vatikiotis 347814 

wala Lumpur: Suhaini Amam 2518252 

»ndon: 937-4910 
Wanita: John McBeth, Rigoberto Tiglao 5221808/595077 
ww Delhi: James Clad 676690 
teking: Robert Dells 532-1550 

soul: Shim Jae Hoon, Mark Clifford 732-7354 
mngapore: 2203720 
wy dney: 212-3355 
imipel: Lincoln Kaye, Jonathan Moore 502-2359 
ikyo: Charles Smith, Nigel Holloway 2708229 


Washington: Susumu Awanohara 862-2286 

ETHER CORRESPONDENTS AND CONTRIBUTORS 
sanberra: Jacqueline Rees Islamabad: Ahmed Rashid, 
valcutta: Jayanta Sarkar Mohammed Aftab 

wlombo: Manik de Silva Kathmandu: Kedar Man Singh 
"naka: S. Kamaluddin Moscow: Sophie Quinn-Judge 
rope: James Bartholomew Rangoon: M. C. Tun 

wndon , Shada Islam Brussels , United Nations: Ted Morello 
sances Williams Geneva Vancouver. Ashley Ford 
karta: Adam Schwarz Wellington: Colin James 
IOMINISTRATION 


Nanaging Director: Thomas P. Eglinton 

»eneral Manager, Marketing & Sales: Samuel J. Allee 
wivertising Manager, Asia: Gary Chalmers 
Wrculation Manager: Stanton Leung 

»ubscription Manager: Karina Lam 

vechnical Production Manager: Billy Woo 
advertising Production Manager. Stanley Ng 


ublished weekly, every Thursday, in Hongkong since 1946. All Rights Reserved. (C) 
mper, Vara hc Te AM D c 
*ow Jones and Incorporated 

Offices: 181-185, Gloucester 


"ostal address: GPO Box 160, Cable: HONGKONG Ffitrial ; 


Tinted by Dai Printing Co Lid, Tsuen Wan Industrial Centre, 2-5. 
20.248 loco Road Toe Wan. NT. HORAE 

U.K.: Registered as a at the General Post Office U.S.A.: diana 
Conomic Review , (USPS 91 Mf or bob ARa an 
15$103.00 per year by Review Publ 

Tatarmovers, inc, 38W. 36th S. New Y NY.1 i a cs ad p 

Mew York, NY., and additional mailing offices. POSTMASTER: send 

^ E ub i) 38W 36 S, pr NY 


ABC] Member of the Audit Bureau of Circulations, London No 46 


NOVEMBER 1989 


Tailor-Made Services 
for Worldwide Markets. 
Just One Fuji Advantage. 


No matter where you do business, or what kind of business you do, 
chances are Fuji Bank can offer the services best suited to your 
particular financial requirements. 

In 40 cities overseas, we're developing innovative systems and 
strategies offering services uniquely fitted to each of our markets. 

And all our services are backed by Fuji Bank's strengths as one of 
Japan's most profitable commercial banks. 

Responding to a changing financial world with innovative thinking 
and custom service. 

That's just one of Fuji’s many advantages. 


«m FUJI BANK 


Tokyo, Japan 









Overseas Network 

Hong Kong, Seoul, Singapore, Jakarta, Manila, 
Bangkok, Kuala Lumpur, Beijing, Shanghai, Dalian, 
Guangzhou, Shenzhen, Sydney, Melbourne, London, 
Manchester, Düsseldorf, Frankfurt, Munich, Zürich, 
Brussels, Luxembourg, Paris, Milan, Madrid, Bahrain, 
Tehran, New York, Los Angeles, Chicago, Houston, 
Seattle, San Francisco, Atlanta, Miami, Toronto, 
Mexico City, SAo Paulo, Colombia, Grand Cayman 


Heller Financial, Inc., Heller Overseas Corporation 











LETTERS To THE EDITOR 


Stem ntm reri esee root ra in tite ANS nannaa m o AEE et Me 9H deter nmm na annama 


Reviewer off the rails 


. After reading the review by Paul Therouxof Ir te 1 — y 
Ian Buruma's God's Dust: A Modern Asian 


Journey [5 Oct.], I am relieved that it is "less a 
travel book than a book of portraits," since 
by now we all know that reading travel 
books can be infinitely more tiring (tire- 
some?) than the actual travelling. The won- 
der of travelling is the people one meets, not 
the trains one boards. 

I was particularly amused by Theroux's 
one criticism of the book: that the author 
may have been "a tiny bit over-concise," 
summarising the train journey from Ran- 
goon to Mandalay into a "few short para- 
graphs." Having recently made this journey, 
if I were to chronicle it I doubt that I would 
have written more than a few paragraphs, 
unless I were to write a dissertation on the 
discomforts of travel (sleeping in shifts to 
avoid being robbed was a highlight). 


Bazaar and Riding the Iron Rooster, and 
while they were a good introduction to 
many of the places that I have visited 
and plan to visit, they would have been 
far more enjoyable reading if the author 
could have achieved a bit more brevity 
Tokyo 


MARCELINE THERRIEN 


No need 0 choose seen 





Orchard | 


We want to sa: 





76 Bras Basah Road Singapore 0718 (Opposite Raffles City Convention Centre) Telephone 3386333 D A 
Telex AS 42076 Carlho Telefax (65) 339 6866 Telegram Caritonhor Mas nt & Marketing C "E "i 
For reservations, contact the hotel direct or Delton Reservations Offices: Bangkok 251.0806, Hong Kong $ 216473, 
Jakarta720 4240; Kuala Lumpur 243 4770, Manila 817 1634, Seoul 776 1039, S 

i _ Tokyo 216 0016, Utell International, Swiss- Belhotel Management Ltd, 


and non-intervention in the affairs Zr other 


weleome back. & z NSEEO! 





nirable. But the UN charter states 
that one of the objectives of the organisation 
is to uphold fundamental human rights. In 
the event of a failure to act by the UN in 
cases where violations of human rights are 
such as to shock the conscience of mankind, 
as the Khmer Rouge surely did, is there not 
an obligation on the international commun- 
ity to intervene? . 

The an daak facti is, however, that no 
state is-willing to intervene in another state 
simply for the sake of preventing the 
government of that state from killing its citi- 
zens. There must be some other overriding 
imperative to justify the risks and the cost. 





_. Whatever the reason, the fact is, as Prince 
I have read Theroux’s The Great Railway 


Sihanouk has remarked several 6 Fines, most 





terverilión as an act of liberation. | 
And as anybody who has been to Cam- 


bodia will affirm — including, it seems, 
specialists from Peking — the Hun Sen gov- 


ernment is the only effective and recognisa- 
ble authority in Cambodia. His government 


is the ds: anthony entitled to claim the seat 
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of Cambodia at the UN General Assembi 
So while Koh's perferred solution of brir: 
ing the Khmer Rouge back into Phnc 
Penh has its merits from Singapore's poi 
of view, I suspect it would be regarded 1 
most Cambodians as the kiss of death. 

Canberra GARY KLINTWOR: 


Ambassador Tommy Koh raises issues us 
ful for an historical discussion about wl 
Vietnam invaded Cambodia in 1978. Bi 
Koh nowhere gives Vietnam credit for ers 
ing the “killing fields,” whatever its motive 
It would be interesting to know what Sing 
pore did at the time to. stop. the killing of 

least 1 million Cambodians (not mere 

“tens of thousands” as Koh con! tends). 

The government of Heng Semrin w 
indeed “installed by a foreign occupyis 
power.” There ought to be elections 
though I am again curious to know ha 
concerned Singapore was with the dem 
cratic process in Cambodia prior to 1979. Bi 
it ought to be acknowledged that the Phno 
Penh government has not LAM back ti 
killing fields. T 

While its record on T rights is f 
from perfect, the government has restor 
basic government services to most of tt 
country, opened the schools and the unive 
sity, restored the markets and a mone 
economy (with a stable currency), encou 
aged private enterprise and. land owne 
ship, restored family life, and allowed tt 
practice of Buddhism. All of these tl 
Khmer Rouge had done away with. Can 
bodia is once again a decent place. 
KENTON]. CLYMI 
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Enrile, too clever: by half 
The report on the vast acquisitions of Philiy 
pine opposition senator Juan Ponce Enril 


[19 Oct.] came as no surprise to Filipinc 


who know that during Marcos’ time th 


former defence minister was really a clone 


his master, also busily engaged in amassin 
his own wealth overseas. Many of Enrile’ 


assets were cleverly registered in the nam 
_ of his wife, Cristina Castaner. 


. In fact, the Knight-Ridder journalist 
who unearthed the facts behind Marco: 
“hidden wealth" abroad also revealed thé 
Enrile had holdings registered in a corpor: 
tion named Renatsac, which is his wife’ 
surname: spelled backwards. It is therefor 


. no surprise to learn that Enrile's assets i 
Hongkong are held by a firm called Enei 


prim, the “En” obviously standing for th 
first syllable in Enrile and the "er" being th 
last syllable of his wife's surname. 

Not only are we Filipinos a most incestu 
ous people, we are clever with words. 1 
is only the smart ones like Enrile who, whil 
doing everything in his power to add to th 
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moil in Philippine politics (Gregorio Hon- 
sn is one of his creatures), end up bil- 
"aires. 
ngkong 





RAQUEL CRISOSTOMO 





marcos, a power of good 
we obituary of former president Ferdinand 
"arcos [12 Oct.] failed to mention that he 
arcised his "absolute" power to secure 
mendments to the onerous military bases 
ieement with the US which were favoura- 
* to the Filipino people. Using that same 
swer, he opened and maintained relations 
Wth socialist countries to minimise the 
.ilippines’ pathetic and servile depen- 
nce on Unde Sam. He also created the 
«mework for industrialisation, allowing 
pino entrepreneurs to disprove what the 
5 had led us to believe — contrary to what 
1s happening in its own country — that in 
dustrialisation, small is beautiful. 
manila TEOFILA ESPINA de la CRUZ 





ogus reasons for 22-year detention 
ah Thian Pau of the Singapore Ministry 
wr Home Affairs was harping on the same 
seme with his comment that "Chia was a 
wember of Communist Party of Malaya 
PM] and openly advocated violence and 
med struggle to overthrow the govern- 
ent." [LETTERS, 28 Sept. ] 

In May 1985, immediately after the 
minister of home affairs made such allega- 
»ons for the first time in answer to a ques- 

jon by then opposition MP J. B. Jeyaretnam 
out the reasons for my continued deten- 
on, I sent a protest note to him, categori- 
ally denying those charges and pointing 
«ut that they were totally fictitious and delib- 
rate fabrications to absolve the government 
om blame for human rights violations. 

Through its elaborate network, the Inter- 
zal Security Department (ISD) should know 
well that I have never been a member of any 
ommunist party. The organisations I joined 
yere all legal, my activities were all peaceful 
ind constitutional, and I was merely fulfil- 
mg my duty as an elected member of parlia- 
nent. Indeed, even the "grounds for deten- 
ton” issued to me by the ISD in 1966 con- 
ained nothing that accused me of being a 
nember of the CPM. 

As to the boycott of parliament in 1966, 
ŝarisan Sosialis stated clearly that it was in- 
solved in a constitutional struggle. Parlia- 
nent at that time seldom met, even the 
separation of Singapore from Malaysia," 
in issue of national interests, was never dis- 
‘ussed in parliament. Barisan Sosialis MPs 
iad no choice but to resign en masse as a 
sign of strong protest. For all the accusations 
xy the government, the fact that Barisan 
»osialis had never been banned shows that 
he extra-parliamentary struggle was not 
inconstitutional even in the eyes of the 
'eople's Action Party (PAP) government. 

It is no use the government putting 
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words in my mouth. Anybody who f 
read my statements or speeches knows tł 
I have never advocated violence or arme 
struggle. In fact, in my speeches and sta: 
ments I had always counselled Baris. 
Sosialis members to continue with consti# 
tional and peaceful means of struggle « 
spite ruthless suppression by the PAP gc 
ernment. Shortly before my arrest in 196 
when there was an incident involvi 
plainclothes police opening fire on an ui 
armed crowd at a concert, and when leadé 
of Barisan Sosialis, trade unions and stude 
organisations were one by one arrested * 
the isp, I and other Barisan Sosialis lead 
were still persuading our members to 1 
main calm and restrained. 

During my long years of detention, Is 
peatedly requested that should the gover 
ment possess any evidence against me, 
should bring my case to open trial so thas 
could defend myself openly. But insteai 
the government put me in jail for more the 
22 years without trial and is now subjecti» 
me to indefinite internal exile under the M 
ternal Security Act. | + 
Sentosa, Singapore 





Congress is not under threat E 
I read with special interest your report Tin 
for battle [26 Oct.] which was a balana 
and objective analysis of the current Indi: 
political situation except for a couple of » 
marks in the concluding paragraph, such a 
"But there is a real if not strong chance th 
the Congress might lose power this tin 
and if it does, the dynasty may also be lo 
with it...” 

There is no real chance that the Congre 
will lose power. All those who conce: 
themselves with the well-being of the va 
Indian state and its democracy would c 


. well to realise that despite the shortcomin 


of the Congress party in general and Raj 
Gandhi in particular, neither is in immine: 
danger. 

The chances of Congress losing the ne: 
elections are as remote as are those of the oj 
position winning. The simple reason is thi 
besides being divided, the opposition : 
highly incompetent, as was evident durin 
the brief spell in which it ruled India in 197. 
80 after the "emergency." The Indian eleck 
rate will not easily forget that experience. 

As the article rightly observed, in the 4 
years since independence, the Congress he 
ruled for 38 years, with the Nehru-Gandl 
family in command except for a fe 
months. If the Congress or any of its leadei 
was guilty of any "crime" it was that of ir 
sulting the voter’ self-esteem and denx 
cratic rights in the form of Mrs Gandhi's 1t 
month "emergency." 

The electorate made Mrs Gandhi pay th 
price but then forgave her (thanks in part t 
the Janata Party's dismal performance) b 


voting her back with a bigger majority.. 


Baroda KAILASH JAJOL 
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HEN you first handle a Patek Philippe, you 
become aware that this watch has the presence 





of an object of rare perfection. 

We know the feeling well. We experience it every time 
a Patek Philippe leaves the hands of our craftsmen. 
You can call it pride. For us it lasts a moment; for you, 
a lifetime. | 
We made this watch for & 
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you -to be part of your 
life — simply because this 
is the way weve always 
made watches. 

And if we may draw a con- 
dusion from five genera- 
tions of experience, it will 
be this: choose once but 
choose well. 

A Patek Philippe - 
because it's for a lifetime. 
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Just nine months 
after being first 


proposedby 
Australian Prime 
Minister Bob 
Hawke, a meeting 
took place of Asian 
and Pacific nations 
to discuss setting 
up their own 

oe economic forum. 
The 12 countries which sent ministers to 
the Canberra meeting agreed to begin 
formulating joint policies on global trade 
problems, and with annual meetings set 
down for two years ahead, it seems that 
APEC — the Asia-Pacific Economic 
Cooperation grouping — is taking root. 
From Canberra, correspondent Jacqueline 
Rees sums up the three days of talks and 
how the sensitive question of fitting APEC 
with the existing Asean mechanism was 
resolved. In Tokyo, bureau chief Charles 
Smith follows the debate between rival 
ministries about the direction of Asia- 
Pacific cooperation, and lists the various 
training and data-base schemes Japan will 
promote to give substance to the grouping. 
International finance editor Anthony 
Rowley profiles the OECD, which has often 
been taken as a model for the way APEC 
could develop. Special contributor Peter 
Drysdale, an economist who has long 
studied the increasing integration of Asian 
and Pacific countries, points out that APEC 
- could play a crucial role in resolving 
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Pulp Prognosis 

Although it is far from certain which 
company will replace Scott Paper as an 
investment partner with state-owned PT 
Astra, the Indonesian Government is said 
to be anxious for the US$650 million pulp 
paper project in Irian Jaya to move ahead 
as planned. Ever sensitive to the 
perceptions of potential foreign investors 
and anxious to attract more of them to Irian 
Jaya, the government is going to ensure 
that social and environmental issues do 
not pose problems for interested investors 
in the Astra project. Meanwhile, it is still 
unclear whether Scott has lost all interest in 
the scheme. Scott employees continue to 
work with Astra and environmental 





Indian election rumpus (22). 


US-Japan trade conflicts, assigning new 
global responsibilities to Japan and newly 
industrialised countries, and coping with 
the attempts of China and other 
communist countries to join the world 
market economy. 10 

Cover illustration by Liliane Tsui. 


Regional Affairs 


Burma : Foreign Relations 

Growing economic and, potentially 
military, links between Burma and China 
are likely to spark some concern in 

India 19 


China : Foreign Relations 

Former US president Richard Nixon's 
blunt warning to the leadership in Peking 
over China's relations with the West 
appears to have fallen on deaf ears 20 


groups in Jakarta say that Scott may 
remain involved as a technical adviser and 
low-key investor. 


Chartered Transaction 
Singapore's biggest property transaction 
has been sealed. The head office of the 
Standard Chartered Bank in Singapore has 
been sold for approximately S$1.1 billion 
(US$561.8 million), sources say, making 
the property worth about S$2,240 per ft?. 
The buyer's identity is unconfirmed. 


Military Manoeuvres 

Prior to the arrival of a delegation of 
Chinese officials in Jakarta later this 
month, Indonesian journalists are being 
courted by those in the armed forces 
opposed to Jakarta's restoration of ties with 
Peking. Elements within the military are 
known to be less than happy about 
diplomatic links with China being 
unfrozen, a move President Suharto 
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India : Election 

Prime Minister Gandhi's ruling Congress 
party unveils a populist election manifests 
but ignores charges of corruption in the 
government, including the Bofors payoff 
scandal 22 


Thailand : Students 

The government releases previously 
confiscated funds collected on campuses t 
build a monument to those who died in 
the 1973 and 1976 student uprisings 24 


Philippines : Taiwan 

China reacts angrily as Taiwan and Manil 
strengthen their economic and political 
ties 25 

Soviet Union: Glasnost 
Vladivostok seeks to open its doors to the 
world and attract foreign investment but 
there are many obstacles in its path, 
including the city's role as a major base fo. 
the Soviet navy. Meanwhile, Nakhodka 
also seeks investment, billing itself as a 
jump-off point for trade with Japan 31 


South Korea : Military 

The Defence Ministry proposes 
command restructuring plan that would 
concentrate operational and bureaucratic 
control in the hands of an army general 3 


Pakistan : Politics 

Prime Minister Bhutto manages to defeat 
no-confidence motion against her 
government by the combined opposition 
in parliament. The motion — the first in 


initiated in February. Military objections 
were aired at a recent meeting of the 
Indonesian Journalist's Association held 
outside Jakarta, while in mid-October the 
former intelligence chief, Yoga Sugama, 
warned that "the time is not ripe for 
normalisation" as long as the hardline 
Chinese leadership remained in power. 


Security Concerns 

China's 15-31 October Canton Trade Fair 
was notable not only for reflecting the 
continued decline in foreign interest in the 
twice-yearly event, but also for heightene 
security precautions. Police who for the 
past decade had been armed only with 
hand guns were this time around issued 
with automatic weapons. In addition, 
hundreds of plain-clothed policemen 
checked identity documents of Chinese 
attending the fair. Also, Chinese wishing 
to visit foreign visitors in their hotels were 
subjected to the kind of lengthy 
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interrogations which had been largely 
abandoned over the past 10 years. 
However, the intensified security eased off 
after the first three days of the fair. 


Led by the Nose 
Japan's Foreign 
Minister Taro 
Nakayama had 
originally wanted to 
visit Vietnam and 
Cambodia on his way 
to the Asia-Pacific 
Economic 
Cooperation 
Conference in 
Canberra, but he was 
told by his officials that in the absence of a 
political settlement on Cambodia, it would 
be a most inopportune moment to make 
such an unprecedented trip. Nakayama, 
who is still a bit green about international 
diplomacy, settled for a trip to Hongkong, 


16 NOVEMBER 1989 


cou! ea adir ae and US industrialists as 





- Australia : Companies 
Legislation outlawing cross-ownership of 


newspapers and television has produced a 
new wave of winners and losers 80 


Japan: Finance 
Japanese banks take a tougher line with 


. debtors 81 
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where he could attract wide Japanese 
media coverage by visiting a Vietnamese 
refugee camp in the territory. 


. Bankers’ Connections 


Wang Qishan, the son-in-law of Chinese 
Vice-Premier Yao Yilin, is known to have 


"E. a been appointed a vice-president of the 
» People’s Construction Bank of China. 


Wang, in his early 40s, was an economist 
with a rural research centre until his recent 
promotion. Another prominent young 
banker is Chen Yuan, appointed as a 
deputy governor of the central bank, the 
People’s Bank of China early this year. 
Chen is the son of veteran party leader 
Chen Yun. There has been no public 
announcement on either appointment. 


Hot Money 

Australia’s Westpac Banking Corp. is faced 
with a small but potentially embarrassing 
dilemma following its acquisition of 
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Banque Indosuez' operations in the South 
Pacific territories of New Caledonia and 
French Polynesia. Among Westpac's 50 or 
so new outlets is a bank agency at the 
French nuclear testing centre on Moruroa 
Atoll. The agency is thought to be highly 
profitable — but a Westpac presence at 
Moruroa will irk many people back in 
Australia and New Zealand. 


Licensing Lull 

Vietnamese officials have been dragging 
their feet in the formal approval of the 
country's first joint-venture bank. The 
Indonesian-owned Summa Group in 
March invested US$5 million for a 5076 
stake in the newly established Indovina 
Bank, a joint venture with Saigon 
Industrial and Commercial Bank. 
Although premises have been rented for 
the new Ho Chi Minh City-based lender 
and personnel are in place, Hanoi has yet 
to issue an operating licence. 
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Historic meeting gets regional economic forum started 


Ante tren niin chet E————— RI 


By Jacqueline Rees in Canberra 


inisters from 12 nations have 

taken the first steps towards 

building a workable Asia-Pacific 

Economic Cooperation (APEC) 
forum. Although their meeting in Canberra 
during 5-7 November was tempered with 
great caution, a rare sense of collective deter- 
mination pervaded the talks. 

For the first time, foreign and economic 
ministers from Japan, South Korea, the six 
Asean countries, the US, Canada, Australia 
and New Zealand talked about ways of 
reaching common policies and responding 
collectively to the dramatic realignments in 
the world economic order — including 
Japan’s emergence as an economic giant, the 
rise of East Asian industrial powers, and the 
efforts of socialist countries to integrate 
themselves into world markets. 

By the time the 25 ministers and 300 offi- 
cials met in Canberra, any frictions caused 
by Australian Prime Minister Bob Hawke's 
sudden proposal of the APEC grouping at a 
speech in Seoul in January had disappeared. 
Australia and Malaysia, in particular, had 
bowed to the opinion that the US should be 
included in the “core group” to start the col- 
laboration. For its part, the US decided APEC 
was “an idea whose time has come.” 

Rival schemes in the Japanese bureau- 
cracy had been merged into the APEC con- 
cept. The differences in the enthusiasm 
of Asean countries — with Thailand and 
Singapore highly interested and Indone- 
sia more worried about Asean's place in 
the sun — had been knocked into a cau- 
tious willingness to explore the 
idea. 

Dubbed "a milestone in Pacific 
Basin cooperation" by US Assistant 
Secretary of State for East Asian 
and Pacific Affairs Richard Solomon, 
the meeting of the 12 agreed un- 
animously to the principles of li- 
beralising world trade. They agreed 
also to: 
> Try to present a united voice at the 
Uruguay Round of Gatt negotiations 
in Geneva, with consultations to start 
almost immediately. 
> Set up working parties to find 
ways of increasing regional trade, in- 
vestment and technology transfer be- 
. tween rich and poor countries. Com- 
mittees will study specific infrastruc- 
ture needs, including telecommuni- 
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cations and transport, which answers a US 
push to have trade in services included in 
market opening studies. An APEC team will 
also look at conserving, Pacific fishing re- 
sources. 
> Set up new data systems on trade, invest- 
ment flows and commercial opportunities in 
the region — which some officials see even- 
tually turning into a policy clearing-house 
like the Paris-based OECD. 

The 12 countries decided to meet next in 


On other pages 





-ORE pute for arc M e 
` New grouping. could calm US- Asia 
friction: 14. : 


Singapore in 1990 and then in Seoul in 1991 
“to advance the APEC concept." A working 
party of senior officials, in conjunction with 
the Asean secretariat, is to start working no 
later than January next year to prepare for 
the Singapore meeting. Australian Foreign 
Affairs Minister Gareth Evans, who chaired 
the Canberra meeting, said these decisions 
showed that “the process has momentum.” 
APEC, pronounced Evans, “is not just rhetor- 
ical feathers but has lots of meat." 

The decisions did not include resolution 
of the vexed question of membership for 
China, Taiwan and Hongkong. Both the US 
and Japan had argued prior to the APEC con- 
ference that Hongkong should be brought 
in as a full member. Making a special men- 
tion of Hongkong, Solomon said: "As a 
member of Gatt, an exemplary free-trader, 


Towards a big three 
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and in light of the provisions of the 199 
agreement [for the territory's return te 
China], such a mechanism would be incom 
plete without Hongkong's participation ~ 
not only because of its current influence ox 
regional finance, manufacture and trans 
port, but because of the role we expec 
Hongkong to play in the economy of Eas: 
Asia far into the 21st century." 

Tokyo wanted to leave the China anc 
Taiwan question until later. Washingtor 
had proposed admitting China as an officiai 
observer and Taiwan as an unofficial ob: 
server, which roughly parallels their associa: 
tion with Gatt. 

Given the difficulties with inclusion o 
China at the moment — its diplomatic rela: 
tions with Indonesia have yet to be restorec 
— the US refrained from pushing the issue 
in Canberra. "We have stressed that the 
main objective is to get the association [APEC 
up and running," a senior State Departmen! 
official said. "We don't want an overly con: 
tentious issue to preclude that.” Evans saic 
the issue of China, Taiwan, and Hong 
kong's admission "is a live one . . . we think 
it probably will be possible to forge a consen 
sus and set a formula over time." 


second unresolved issue, and one 
handled also with great caution, 
primarily because of Asean sen 
sitivities, was that of an APEC back- 
up mechanism. Indonesian Foreign Minis- 
ter Ali Alatas made a strong bid to have APEC 
meetings centre on the annual Asean Post- 
Ministerial Council following annual Asean 
foreign ministers’ meetings, when the 
Asean members talk with their other 
Asia-Pacific trading partners. 

Alatas complained that sub- 
sequent news reports of Asean ef- 
forts to “monopolise” or "dominate" 
APEC misrepresented his stand. "We 
don’t want to squeeze the APEC into 
the Asean forum, we are too small for 
that,” he explained. “I mean you 
can't put something that is bigger 
into something that is smaller. . . 
What we are saying is Asean has had 
experience for several years now 
in developing the only inter-gov- 
ernmental consultative processes 
and inter-governmental cooperative 
processes around in his region. . . 
Isn't it reasonable and logical to start 
from what you have. Base it on your 
experience, developitfrom there...” 
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Miawke and Nakayama; ministers from Canada, New Zealand with Nakayama and Baker. 


Describing his concept of an initial 
wAsean-APEC linkage as an "umbilical cord,” 
Alatas indicated that APEC could in time re- 

place the Asean post-ministerial talks. 

Singapore Trade and Industry Minister 

lee Hsien Loong also seemed to downplay 

any ideas that APEC should be an adjunct to 
Asean. “To us, Asean and APEC are really 
sconcentric circles to which we belong. They 
Bhave different processes, they have different 
mmemberships. The areas of common in- 
Mterest within Asean are not necessarily the 
sareas of common interest in APEC.” 

Lee, who also expressed confidence that 
APEC's "future is bright," said the formula- 

@tion of the cooperation mechanism was im- 

@portant. "I think the substance of it we all 

sunderstand, that we benefit from it and we 
would like to have it," Lee said. "But exactly 
how to express it, that is of some signifi- 
cance. It's a point which is a rather subtle 
one to make to a non-Oriental audience . 
With Malaysians and Singaporeans and In- 
donesians, they understand. How you pre- 
sent an issue is as important as what is in- 
side the package." 

If Asean had any other ambitions, they 
were contained by the delegates' decision to 
allow not one of the Asean six but South 
Korea to host the third meeting in 1991. By 
way of deferring to Asean, however, the 
Canberra meeting decided that for the im- 
mediate future at least, every second meet- 
ing should take place in an Asean country. 
Evans diplomatically paid tribute to the 
Asean experience in his summing up: ". . . it 
accurately reflects what we owe to Asean 

. these are the guys who have done all the 
hard work in the past." 

The fact that no proposals for an inde- 
pendent APEC secretariat emerged from the 
two-day conference was not seen as a fail- 
ure. While Asean nations, wary always of 
losing their identity in any grouping with 
bigger economies, gave strong support to 
the Alatas idea of building on the Asean sec- 
retariat, others including the US and Japan 
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had from the outset expressed preference 
for a “sherpa” style process in which senior 
officials work informally to prepare for 
ministerial meetings. “Secretariats have a 
habit of growing away from their minis- 
ters," a US official said. 

Given the conference decision to start 
work immediately so as to be able to put in 
a joint approach at the current Uruguay 
Round of multilateral trade negotiations, 
and to launch an APEC work programme in 
the new year, delegates found the solution 


of inv olving the Asean secretariat in the 
"sherpa" arrangements perfectly reason- 
able, at least in the short term. 

US Trade Respresentative Carla Hills 
told the Canberra meeting that the Uruguay 
Round represented "the last best hope" for 
true trade liberalisation. The extent to which 
APEC members, who have committed them- 
selves firmly to not becoming a trading bloc, 
can work together to present a united front 
in Geneva at the end of next year will spell 
out what hope there is for APEC, too. E] 





ASIA-PACIFIC 2 


Japanese supportwe but wary of the limelight 


The backroom bovs 


By Charles Smith in Tokyo 


apan regards itself as one of the three 

main promoters — with Australian 

Prime Minister Bob Hawke and US Sec- 
retary of State Baker — of the Asia-Pacific 
Economic Cooperation (APEC) concept. Yet 
important differences of view exist between 
different parts of Tokyo's bureaucracy as to 
who thought of it first and who should take 
the lead from now. 

Officials at the Ministry of International 
Trade Industry (Miti) say they were the first 
to appreciate that rapid economic growth in 
Asia has itself created the need for some 
kind of framework for cooperation. The 
Gaimusho, or Ministry of Foreign Affairs, 
accuses Miti of taking too narrow an ap- 
proach to the question of regional coopera- 
tion and of overlooking some of the tricky 
political issues involved including the 
need to keep in step with Asean. Gaimusho 
officials also warn, or were warning until 
July, that Miti's hasty approach could give 
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the impression that Japan is interested in 
economic block-building and thus encour- 
age protectionists in other economic group- 
ings such as the EC. 

Gaimusho reservations about APEC, and 
about Miti’s attitude, seemed to have 
weakened by September when two minis- 
tries attended a conference of senior officials 
to prepare for the Canberra meeting. How- 
ever, Gaimusho officials were claiming two 
weeks before the conference that they had to 
rely on the media for information on specific 
Miti proposals for "follow-up" projects to be 
launched after the opening ministerial con- 
ference. 

Miti, for its part continues to take the 
view that APEC is essentially a trade and 
economic minister's get-together. Foreign 
ministers' would naturally play a key role in 
discussing the question of Chinese partici- 
pation in future APEC conferences, a Miti of- 
ficial suggested on the eve of the conference, 
but might find themselves sidelined on 
other issues. The Foreign Ministry's cool- 
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“ness to APEC may derive from the fact that a 
regional foreign ministers' meeting already 
exists in the shape of the extended Asean 
foreign ministers' meeting. 

Despite bureaucratic scrapping there 


seems no doubt that both Miti and the For- 


eign Ministry, to say nothing of officials at 
other ministries such as Finance and the 
Economic Planning Agency (EPA), now at- 
tach prime importance to the APEC initiative. 
Japan is known to be worried about the im- 
pact on the region's export-oriented 
economies of an eventual decline in the ab- 
sorption capacity of the US economy. 


apan should do its best to replace the 

US by opening its own market to im- 

ports from the region but cannot be 
expected to provide a full substitute given 
. the smaller size of its economy, officials 
argue. This means that it has become vitally 
important to promote intra-regional trade 
and to make the economies of countries 
like South Korea, Thailand and Malaysia 
less fragile by broadening their industrial 
bases. 

Gaimusho officials point to the lack of 
support industries in the newly indus- 
trialised countries capable of providing 
inputs for export-oriented assembly indus- 
tries such as cars and electronics. This 
is one of the main reasons, they say, 
for Japan's chronic trade surpluses with 
most countries in the region. Japan could 
help by setting up technology transfer pro- 
grammes and manpower training program- 
mes say officials. Both Miti and the 


-. Gaimusho already operate "human re- 


urce" programmes in the region, but Miti 

sees APEC as a chance to expand its program- 
me's existing focus. 

The core of what Miti calls its Total 


. . Human Resources Development Plan will 
- be the Association for Overseas Technical 


. Scholarship, a network of technology train- 
. ing schools which the ministry runs in Japan 


-. and in several developing countries. Miti 


says a Gaimusho proposal for human re- 
sources development based on the Japan In- 
ternational Cooperation Agency will be 
“supplementary” to its training project, but 
at present the two appear to be saparate and 
independent. 

Other Miti ideas are for the esta- 
blishment on a regionwide basis of 
"technoparks" modelled on Japan's own 
technopolis programme which seeks to en- 
courage the development of universities 
alongside hi-tech industries, and for an Asia 
Pacific International Fair which would 
exhibit regional products and award design 
prizes. Miti has yet to broach the question of 
how to pay for its projects but claims that the 
^ Finance Ministry is beginning to see some 
.. future in regional cooperation. The Finance 


f -. Ministry sent an official from its tax bureau 
^5. to Canberra to take part in discussion on col- 


laboration between customs authorities. 
Miti's final idea — for an Asia-Pacific 


(742 


database — appears. to. overlap with 
proposals by the Gaimusho and the EPA 
for a regular meeting of economic experts 
to discuss policy co-ordination. Gaimusho 
officials say they hope to spo sor a meet- 
ing of economists before the next APEC 
ministerial meeting is held, probably in Sin- 
gapore, in 1990. The Gaimusho idea could 
develop into the nudeus of a Asian OECD 
given that one of the main functions of the 
OECD itself is to keep track of economic 
policies and performance i in member coun- 
tries. | 

But Miti and the Gaimusho both agree in 
ruling out the possibility of “institutions” 
being established under the APEC ur 
at least for the first few years. Disl like of the 
institutional label probabl D : 
Gaimusho's fear of provoking Ase 
is said to see APEC as a rival to its own posi- 
tion. 

Miti officials view Indonesia as the 
most touchy of the six Asean members, in 
part because of President Suharto's view of 
his country as the group's natural leader. 
Other Asean countries, particularly Singa- 
pore, Thailand and the Philippines, are de- 
scribed as enthusiastic supporters of APEC 
but Asean as a whole is seen as having been 











forced to move. in step with Indonesia. 





Before the Canbarra conference both Mi 
and the Gaimusho were stressing the neec. 
for Hongkong to join APEC as soon as possi. 
ble, not only because of its importance in re 
gional trade but also because membershiy 
would help to strengthen Hongkong's 
status in advance of its reversion to Chinese 
rule in 1997. The question of Chinese and 
Taiwanese membership is seen as being less 
urgent. The Gaimusho believes that the twi 
should join simultaneously after a suitable 
formula is worked out for Taiwan. 

Japan's least stated but most deeply feli 
anxiety with regard to APEC is that it may be 
accused of trying to dominate the region if a 
takes too active a part in the new organisa- 
tion. Fear of a top-heavy role for Japan is one 
reason why both Miti and the Gaimusho in- 
sisted from the start that the US should be a 
foundation member — in opposition tc 
Australia, which wanted a strictly regionali 
organisation. The same inhibitions seem toi 
be preventing Tokyo from offering itself as a 
venue for future conferences. Japan how: 
ever will fund many APEC projects and may 
end up, whether it likes or not, being 
viewed as the organisation's prime n moving 
force. ; an 
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OECD may set aem for future APEC structure 
Parisi sian model 


———————————————————————————————Ó—— 





Ed 


he OECD is often referred toasa ^rich- 

man’s club." This is understandable 

given the highly developed econo- 
mic status of its 24 member countries, but in 
reality it is more of a debating society than a 
dub. 

The Paris-based OECD can also be defined 
by whatit is not. In the words of current sec- 
retary-general Jean-Claude Paye, the OECD 
is “not a supranational organisation" along 
the lines of the IMF or World Bank, rather it is 

"a place where policy makers can meet and 
discuss their problems and where govern- 
ments can compare their points of view and 
their experience. It does not have the au- 
thority to impose its ideas. Its power lies in 
its capacity for intellectual persuasion." 

A few examples best serve to illustrate 
the OECD's more important functions. Every 
year before the Group of Seven (G-7) major 
industrial powers hold their heads of state 
summit, it has become customary for the 
OECD to stage its annual ministerial meeting 
of finance and foreign ministers. — 

This allows the G-7 group — the US, 
Canada, Japan, Britain, France, West Ger- 
many and Italy — to join in summit-relevant 
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policy discussions with the other 17 OECE 
members — Australia, Austria, Belgium, 
Denmark, Finland, Greece, Iceland, Ireland, 
Luxembourg, the Netherlands, New Zea: 
land, Norway, Portugal, Spain, Sweden, 
Switzerland and Turkey. 

Government ministers from the major 
industrialised countries also like to stop off 
at the OECD and thrash out their broad 
philosophy of trade before driving hard bar- 
gains at the Gatt Geneva. It has become an 
established pattern for OECD governments to 
reach a consensus on major international is- 
sues within the OECD before implementing 
agreements through supranational bodies. 

The generalised system of preferences 
(GSP) scheme, which assists developing 
countries to gain access to export markets in 
developed nations, is another example of a 
policy worked out in conceptual terms at 
OECD before being put into practice by the in- 
dividual governments which administer GSP 
schemes. 

The OECD has also produced a code of 
conduct for multinational corporations and 
agreements on the environment, and il 
serves as an important forum for discussion 
of agricultural issues and is active in promot- 
ing technological innovation. 
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The organisation's principal purpose, 
owever, remains firmly rooted in global 
'onomic issues. It produces a twice-yearly 
'onomic outlook which, together with a 
milar IMF review, is regarded as being the 
ost authoritative publications of its kind. 

The OECD's annual surveys of each mem- 
ier country's economy are respected for 
neir intellectual and statistical content, and 

is claimed they are an important instru- 
vent for reaching consensus on economic 
olicy among leading nations. 

In this area, the OECD competes to a cer- 
ain extent with the IMF's role of economic 
iurveillance, though the latter agency's brief 
incompasses a wider group of countries. 
lowever, the OECD's scope is broader than 
ne Washington-based IMF — covering, for 
xample, trade, agriculture, the environ- 
nent and development aid. The IMF's brief, 
in theory at least, is supposed to focus prin- 
ipally on balance of payment and related 
macro-economic issues. 

The 1,800-strong OECD staff, of whom 
oughly one-third are professionals and the 
mainder in support roles, is a good deal 
smaller than other international bureau- 
Tacies. The IMF, for example, employs 
“oughly twice as many staff, while the 
World Bank's payroll is nearly four times as 

e. 

The OECD is structured along the lines 
of a government bureaucracy, with profes- 
sional staff organised into specialised direc- 
rates mirroring typical government de- 
partments. This is intended to enable senior 
officals from the member governments 
easily to identify the OECD department they 
zan turn to for help and advice. 

The directorates are grouped together 
to cover related subjects, such as financial, 
fiscal and enterprise affairs; manpower, so- 
cial affairs and education; agriculture and 
Kisheries; and science, technology and in- 
dustry. 

The oECD's "supreme authority" is its 
council whose meetings, chaired by the sec- 
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retary-general, are attended by each mem- 
ber country’s permanent representative, 
who have the rank of ambassador. The 
World Bank, IMF and the EC normally send 
observers to these meetings. 


he council is aided by a smaller execu- 

tive committee which meets at least 

twice a year, in addition to 20 other 
specialised committees and numerous 
working parties and expert groups. An 
inter-disciplinary and “independent” corps 
of experts drawn from the member coun- 
tries makes up the OECD secretariat, which 
serves these groups. 

The total cost of operations is modest 
compared with other international bureau- 
cracies. The OECD's total budget in 1988 was 
around Ffr 880 million (US$128.2 million). 

Subscriptions for the OECD's main ac- 
tivities are decided on a criterion related to 
member countries’ GNP. The US contributes 

25% of OECD's main budget and Japan 
around 22%. West Germany is the third- 


Baker: reflective mood. 
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largest individual contributor at just over 
10%. 

Japan, which joined OECD in 1964, is no 
longer in the position of paying the piper 
without calling the tune. The deputy direc- 
tor for science, technology and industry at 
OECD is Japanese, as is the head of the or- 
ganisation’s Nuclear Energy Agency. The 
overall quota of Japanese staffing has in- 
creased sharply in recent years. 

Although Japan is its only Asian mem- 
ber, the OECD has recently embarked on a 
formal “dialogue” with the newly indus- 
trialising countries of South Korea, Taiwan, 
Singapore and Hongkong. A so-called infor- 
mal seminar between the OECD and these 
four countries took place in Paris in Jan- 
uary covering matters of common interest, 
including economic development, finan- 
cial markets, industrial cooperation and 
trade. 

This dialogue will be extended next year 
to include Malaysia and Thailand, and sec- 
retary-general Paye declared recently that he 
does not exclude the possibility of these 
Asian dialogue partners eventually becom- 
ing full OECD members. 

Another area where the OECD is likely to 
extend its activities is in Eastern Europe. No 
East European country is a member of OECD, 
but the organisation is well-equipped to pro- 
vide them with help and advice on trans- 
forming their centrally planned economies 
to ones based to a greater degree of market- 
oriented forces. 

This would be a logical extension of the 
OECD's reach because it is, by tradition, a 
very European organisation. The OECD grew 
out of the Organisation for European Eco- 
nomic Cooperation, which administered the 
US-financed Marshall Plan for European 
post-World War II reconstruction. Since 
then, the OECD has had only five secretaries- 
general — a mark, say its officials, of the con- 
tinuity within the institution, which it has 
imparted to member countries’ economies 
in its 40 years or so of existence. a 
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New grouping could calm US-Asia friction 


Growing pains 


By Peter Drysdale in Canberra 


he gathering in Canberra of the most 

powerful and representative group 

of ministers responsible for foreign 
economic policy ever to assemble in Asia 
and the Pacific testifies, above all, to the 
growing imperative of regional economic 
cooperation. 

The countries of East Asia and the Pacific 
now have to shape their approach to inter- 
national economic policy in an environment 
in which their actions have an increasing 
global influence. 

Japan has been catapulted into a position 
of particular influence and responsibility. In 
trade, finance, technology and develop- 
ment cooperation, whatever Japan does or 
does not do bears strongly on other coun- 
tries in the Pacific and beyond. 

Only a few decades back, the whole re- 
gion, including Japan, was under the um- 
brella of US economic and political power. 
The western Pacific was a relatively small 
element in the world economy and world 
trade. 

But policy interdependence now typifies 
the Asian Pacific and international econ- 
omy. And defining strategic interests in for- 
eign economic policy and regional develop- 
ment is a paramount concern for East Asian 
and Pacific countries. 

This requires the establishment of 
mechanisms for effective communication of 
policy interests and priorities. There is an in- 
terest in coordinated policy development, 
both to exploit the potential for trade growth 
in the Pacific and to project Pacific interests 
and define East Asian and Pacific respon- 
sibilities in the global arena. 

To be sure, what was witnessed in Can- 
berra is the signal of profound change in the 
whole regime whereby policies will be de- 
veloped in the Pacific and international 
economy. US Secretary of State James Baker 
believes that the Asia-Pacific group could be- 
come as important in the international eco- 
nomic system as the Bretton Woods institu- 
tions. No one, least of all Baker, imagines 
this happening in the near term, but it is 
likely to evolve over the next decade or two. 

There is little doubt that East Asian (in- 
cluding Asean) industrialisation is bound to 
be a primary influence on world trade and 
economic growth in the next quarter century 
and beyond — as was Japan's emergence as 
a great industrial power in the last. 

The scale of the changes taking place is 
reflected in the immense shifts in regional 
trade flows. Between 1965-88, the share of 
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the Pacific (including East Asia, North 
America and Australasia) in world trade 
grew from around 30% to 38%. Pacific coun- 
tries now transact 65% of their trade with 
each other, without the framework of dis- 
criminatory trade and economic ties such as 
exists in Europe. In 1965, intra-regional 
trade was less than 50% of Pacific trade. The 
proportion of intra-regional trade is now ap- 
proaching that in Europe, where, in 1988, 
intra-regional trade amounted to 7196 of 
Europe's total trade. 

The process of Pacific economic integra- 
tion will intensify as Japanese corporations 
follow, in the 1980s and 1990s, the pattern of 
overseas expansion set by US multinationals 
in the 1950s and 1960s. 

The growth of these deeper and more 
complex economic ties within the Pacific is 
reinforcing common interests in trade and 
economic diplomacy. Yet a key element in 
this complexity is the development, espec- 
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ially over the last decade, of tensions in the 
management of the US-Japan economic re- 
lationship — and to a lesser extent in rela- 
tions between the US and Taiwan and South 
Korea. The immediate cause of these ten- 
sions was the extreme imbalance in the ex- 
ternal positions of both the US and Japan in 
the early 1980s. 

While the adjustment of these imba- 
lances had to be through macroeconomic 
policy changes, business interests and politi- 
cal forces, in the US in particular, focused 
sharply on trade and commercial policies in 
East Asia as both the cause and the cure. The 
reality, as always, is more complicated. 
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Specifically, smaller Pacific economie 
like those of the Asean countries and At 
tralasia, have much to lose from any restr 
tion of open trade growth that results fro 
bilaterally managed trade and economic s 
tlements between North America and Ez 
Asia. This is both directly, through the effe 
on commodity trade access, and indirect! 
through the impact of such arrangemer 
on the growth of the newly industrialisi: 
economies of East Asia and their demar 
for imports from the region. More wide! 
there is a large interest in stability in tran 
Pacific dealings and in an effective fram 
work for representing East Asian econorr 
interests to the rest of the world. 

The immediate dangers — in the form 
the US application of "Super 301" tra 
penalties on Japan and their threatened u: 
against South Korea and other East Asi: 
countries — have eased, but these tensior 
are embedded in the dynamic of East Asia 
industrialisation and, over the past decac 
or so, have given Pacific economic cooper 
tion an increasing priority in diplomacy. 

Here, of course, the countries of tl 
Pacific have neither the example of the c 
cumstances which impelled Europe t 
wards the 1957 Treaty of Rome, nor the clo: 
economic, cultural and geopolitical interes 
which provide a ready basis for cooperatic 
in North America. Yet despite the heter 
geneity of Pacific countries, the process 
establishing an infrastructure for closer ec 
nomic cooperation began in 1980 throug 
the Pacific Economic Cooperation Confe 
ence (PECC). 

PECC’s forums and task forces, whic 
deal with regional cooperation in trad 
agriculture, fisheries, minerals and energ 
investment, monitoring macroeconom 
trends and transport, telecommunicatior 
and tourism, serve both policy and comme 
cial strategic purposes. In this, their triparti 
structure — official, industry, academic pa 
ticipation — and quasi-official status is a cor 
siderable advantage. 

An important policy achievement, whic 
grew out of consultations within PECC, wé 
the development of Pacific support for th 
comprehensive round of multilateral trad 
negotiations currently under way (the Un 
guay Round). Another achievement hé 
been facilitation and broadening of the ecc 
nomic dialogue between China and Taiwar 
This will be an important advantage i 
drawing China, Taiwan and Hongkong int 
the high-level dialogues already begun. 

Compared with the elaborate mechar 
isms for consultation on  economi 
policy matters that have evolved withi 
Europe, or that are enshrined in the OECT 
those in the Pacific are as yet quite rudimer 
tary. Nonetheless, they incorporate feature 
quite uniquely suited to the problems of er 
couraging policy coordination among Pacifi 
economies. 

The essential features are: support for th 

Continued on page 1 
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50 sq km of land with new factories, houses, offices and 


leisure developments. 


The UK's second largest port, providing a major gateway to 


Europe, Scandinavia and the rest of the 
world. Excellent road, rail and air links. 
-internationally famous for chemical and 
petrochemical production, offshore oil 
technology, and iron and steel 
manufacture and a growing centre for 
food processing, electronics and many 
other industries. 

A community of 600,000 people with a 
workforce skilled in manufacturing and 
with an excellent reputation for 
productivity. 

The highest level of Government financial 
assistance in Britain, and access to 
European Community funds. 









Superb surrounding countryside and coastline and an 
excellent quality of life. 
Already the business location for companies from Germany, 
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Denmark, Norway, USA, Japan, Korea 
and Hong Kong. 

To find out more contact: 

Kris Schnack, 

Northern Development Company, 
2802 Admiralty Centre, 

Tower 1, 18 Harcourt Road, 

Hong Kong. 

Tel: 5 8654011. Fax: 5 8654858. 
Duncan Hall, Chief Executive, 
Teesside Development Corporation, 
Tees House, Riverside Park, 
Middlesbrough, 

Cleveland TS2 IRE, UK. 
Tel: 642 230636. Fax: 642 230843. 








In 1914 there was only one international hotel in Seoul. 


For reservations, call vour travel agent 

or Westin Hotels or direct phone, 
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Fax: (82-2) 752-143 C.PO. Box 3706, Seoul, Korea. 
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For many people there still is. The Westin Chosun. 


For over 75 years, one hotel in Seoul has been the choice of kings and presidents, 
captains of industry and those who instinctively seek the finest accommodation wherever 
they travel. 

To further enhance your stay, our rooms and suites have now been totally refurbished 
and beautifully appointed. But you will be pleased to know that our gracious service and 
traditional hospitality remain unchanged. 


THEWESTIN CHOSUN 
Seoul 
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ractices and economic data to assess policy 
aterests; the opportunity forinterchange on 
olicy matters among officials of Pacific 
2untries, and encouragement to seek 
cy convergence through the exploration of 
ommon interests and problems. PECC’s 
nique structure and operating modalities, 
cluding the “non-official” but informed 
haracter of its deliberations, are essential to 
-5 functioning (around the constraints of 
_acific diplomacy such as presented by 
_china’s relations with the region) and 
onstitute a special strength in its role 
policy development within the Pa- 
afic. 


n a policy environment that is subject to .. 
rapid change and immense political and : 


cultural diversity, the anticipation of 
pew policy issues, the need for new policy 
spproaches and for increased transparency 
policy interests, recommend against the 
sepresentation of policy positions, and their 
sntrenchment, in a formal bureaucratic 
cture of extensive government-to-gov- 

ment arrangements. Government-level 
sonsultations do not, however, require 
_laborate bureaucratic structures. 









à _ From this perspective, the APEC meeting 
in Canberra has been a logical step in a care- 





sul and, thus far, successful process of build- 


ang the consensus on foreign economic po- 
icy approaches within the Pacific necessary 
_© preserve and enhance the conditions for 
eontinued economic growth. It signifies an 





important change in gear. In the global 


Brena, East Asian and Pacific countries share 
sn immediate concern about the interna- 
sonal coordination of macroeconomic 
!olicy and the management of the ex- 
hange rate and international financial 
_ystem. 

In these matters, as well as in questions 





if international trade diplomacy, the in- - 


ierests of Pacific countries as a group are 
*onverging on stronger support for an open 
international trade and economic system. 
here is a close consistency between region- 
al policy objectives and international eco- 
Romic policy goals. 

Pacific countries have no interest in Euro- 
sean-style union or the formation of a dis- 
"riminatory trading bloc. Any such develop- 
inent would be inimical to the long-term in- 
verests of the region, which is reliant on 
"apid trade transformation and global ac- 
sess. Rather, the aims of broadly based 
Pacific economic cooperation are to: 
> Promote multilateral trade liberalisation 
and share the responsibilities of world trade 
and economic leadership. 

“Lower tensions between the US and its 
Jast Asian economic partners over trade is- 
sues and payments imbalances. 

~ Reduce the prospect of economic intro- 
version in Europe as 1992 approaches. 
> Accommodate new patterns of competi- 
live strength in East Asia. 





> Mene Mum inge the emer- 
gence of China, with its partially reform- 
ed centrally planned system, provides when 
it returns as a major player in Pacific eco- 
‘nomic relations. 

> Seek opportunities to reduce long-stand- 


ing sources of conflict in Indochina, on the - 


Korean peninsula and with the Soviet 
Union as their governments come to accept 
the benefits of more open economic rela- 
tions and political systems. 

The agenda of regional interests is huge 
and complex. This reality has defined the 
unique character and development of 
Asian-Pacific economic consultative mechan- 
isms to date and for the future. 

Anxieties about organisational structures 


and being able to maintain effective rep- 






resentation of interests alongside the two re- 

gional economic giants have been expressed 
within the Asean countries. They are pre- 
sent also within Australasia and all the 
smaller Asia-Pacific economic partners. 
They dictate the precepts which condition 
the future course of Asia-Pacific economic 
cooperation. 

The central ideas are: openness in inter- 
national economic policy and diplomatic ap- 
proach; evolution in the practice of high- 
level consultation and cooperation, and 
equality in. managing a growing economic 
partnership. 

A central element for the smaller 
partners — Asean and Australasia included 


— is that the framework for Asia-Pacific eco- - 
nomic cooperation meetings at ministerial 
level offers effective representation of in- 


. terests through the leverage that joining 
— force provides. This is no North-South 


dialogue talk-fest in the making. A notable 


feature is the absence of emphasis on deve- — 


lopment assistance issues. 

. Success requires there be no threat to 
existing institutions, such as those of Asean. 
It requires building up and drawing upon 


the established “non-official” institutions 


like the PECC, with its valuable tripartite 
structure, in an evolutionary development 
of the infrastructure for the higher level re- 
gional dialogues that have now begun. 

It also implies a significant and construc- 
tive re-definition of the framework within 
which foreign demands on Japan can both 
be focused and qualified so as to make them 
more reasonable and digestible to the Japan- 
ese and international polities alike. This in- 


terest, in providing a "frame of reference" E : 
within which Japan increasingly shares rê- —— 


sponsibilities for regional and international. | 


economic leadership, has long been an im- — 
portant rationale behind efforts to develop 
broader dialogue on policy matters among `. 
the countries of the Pacific and to re-orient — i 
the US-Japan partnership. ee 


Peter Drysdale is executive director of the Aus- | 
tralia-Japan Research Centre at the Australian 
National University, Canberra. 
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India concerned at growing Sino-Burmese ties 


Tugging the tiger’s tail 


iM RAPERE REGIA RARE 


By Bertil Lintner in Bangkok 


recent 12-day visit to China by a 
À senior Burmese military delegation 
. came as no surprise. The goverments 
of both Rangoon and Peking have had seri- 
ous difficulties in re-establishing a rapport 
with the outside world following massacres 
of pro-democracy activists in their respective 
countries, so it seemed inevitable that the 
two internationally condemned, neighbour- 
ing regimes would move closer to each 
other. But the visit may also be interpreted 
as a significant shift in Burma's traditionally 
non-aligned foreign policy. The crucial ques- 
tion is how India, Burma’s other powerful 
neighbour, is going to react to improved 
Sino-Burmese relations. 

The 24-man team, which left Rangoon 
for Peking on 18 October, was led by Lieut- 
Gen, Than Shwe, commander-in-chief of 
the Burmese Army, accompanied by ruling 
State Law and Order Restoration Council 
(SLORC) strongman Brig.-Gen. Khin Nyunt. 
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Other members of the team included Home 
Minister Maj.-Gen. Phone Myint, deputy 
director of Burma's defence industries Lieut- 
Col. Sein Tun, commander of the 502 Air 
Force base at Mingaladon Col. Maung 
Maung, chief of the Burmese Navy Capt. 
Than Nyunt and trade and finance minister 
Col. David Abel — who is also director of 
procurement. 

The high-profile nature of the visit was 
evident in Peking, where the Burmese 
guests posed for a photograph with Prime 
Minister Li Peng and also met Chinese army 
chief Gen. Chi Haotian and Defence Minis- 
ter Qin Jiwei. From Peking, the delegation 
visited Shijiazhuang, where they reportedly 


inspected F6 jet fighters and a rocket factory _ x 
operated by Norinco, the state-run defence = 
industry. Theinclusion ofthe Burmese Navy TO 


chief may also explain why the team later vi- 
sited Shanghai. 
China's strategic interests in Burma have 


undergone a fundamental change since the — : t: 
1970s, when gas s policy was directed OE 
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towards supporting anti- 
Rangoon rebels along the 
two countries' common fron- 
tier. A shift towards greater 
economic cooperation was 
foreshadowed in a 2 Sep- 
tember 1985 article in the Bei- 
jing Review on the pos- 
sibilities of Chinese trade be- 
tween Yunnan and the out- 
side world using Burma's 
roads, railways and Indian 


Ocean ports. 

Rangoon launched a 
major offensive in the area 
during early 1987 and re- dí L 
gained control over the final Than Shwe. 


10-km stretch of the Burma 

Road to the Chinese border. Since then, offi- 
cial trade has been brisk and many business- 
men from China have moved to Mandalay 
to supervise it. 

Seen in this context, it is significant that 
the delegation to China included the com- 
mander of the 99th Light Infantry Division, 
Col. Kyaw Than, whose area of responsibil- 
ity includes the northernmost stretch of the 
Burma Road and, perhaps even more im- 
portantly, the Myitkyina-based northern 
commander, Brig.-Gen. Kyaw Ba. 

According to one analyst, last December 
Rangoon offered to sell Thailand timber di- 
rectly from Burma and not through the 
Karen rebels as before. In this way, “the 
Karen rebels were squeezed out and they 
lost several of their old strongholds along 
the Thai-Burmese border. Now, Rangoon 
seems prepared to strike a similar deal with 
the Chinese regarding the Kachin rebels in 
the north. Today, the Kachins control most 
of the lucrative jade trade between Kachin 
state and Yunnan. But if the Chinese can get 
their jade directly from the Burmese Gov- 
ernment, there's no reason why they 
shouldn't drop their present links with the 
Kachins." 

Intelligence reports from northern 
Burma also indicate that a military operation 
is imminent in Kachin state. Several units, 
previously based opposite the territory con- 
trolled by the now-defunct Communist 
Party of Burma in northeastern Shan state, 
have recently been transferred to Kachin 
state. 

However, analysts point to important 
differences between the situation in Kachin 
state and along the Thai border. The rebel 
Kachin Independence Army (KIA) fields 
nearly 10,000 guerillas, twice as many as the 
Karen National Union (KNU) in the south- 
east. Furthermore, unlike the KNU, the KIA is 
not exclusively border-based; it operates all 
over Kachin state and as far west as 
Chaukan Pass on the Indian frontier. 

This raises the question of how India is 
going to respond to Rangoon's latest move. 
Until last year, Rangoon played a delicate 
diplomatic game in dealing with its power- 
ful western and eastern neighbours. This 





è balance was upset during the 
— 1988 upheaval, when India 
took a clear-cut stand in 
favour of Burma’s pro-demo- 
cracy movement while 
China became one of the first 
countries to establish close 
ties with Rangoon after the 
SLORC assumed power on 18 
September 1988. 

India is widely believed to 
have been the unnamed 
"superpower" which Khin 
Nyunt accused in a speech 

. on 9 September of "interfer- 
j ing in the internal affairs of 
our nation” and providing 
the opposition in Rangoon 
with financial assistance. While these ac 
cusations appear unfounded, India has re- 
ceived several hundred refugees from 
Burma and accommodated them in camps 
in the northeastern states of Manipur and 
Mizoram. Of special interest are the ref- 
ugees from Burma's Chin state, who are 
closely related to the Mizos of Mizoram. 
Several reports indicate the Mizos have 
given support to their Burmese cousins. 

A Chin National Front (CNF) was set up 
in 1985, but it was not until 14 November 
1988 that it formed a military wing, the Chin 
National Army (CNA). Previously, Chin 
state was the only minority area in Burma 
which had no ethnic insurgency, and the 
importance of this movement is emphasised 


by the fact that at least 10-15,000 Chins a 
currently serving in the Burmese Army. TM 
CNF claims to be in contact with these Chins 

Probably sensing the dangers inherent 
the emergence of a Chin insurgency, tt 
Burmese Army has positioned several éli 
units in Chin state over the past year. “Fe 
40 years we hardly saw a Burmese in Ch» 
state. Now, there are government troop 
stationed all along the border wif 
Mizoram,” CNF chairman John K. K. Thar 
told the REVIEW. However, the governmes 
troops appear only to have exacerbated tt 
increasingly tense situation in Chin stat 
and have prompted the rebels to forge eve 
closer links with the Indian authoritie 
across the border. "We have received n 
material support from India as yet, bi 
its attitude is sympathetic," according 1 
Thang. 

Arms and military training for the fledg. 
ing CNA have been provided by the KIA, an 
if the situation along the Kachin-Chines 
border were to deteriorate, the KIA cou! 
well appeal to India for support. Howeve 
analysts say it is unlikely New Delhi woui 
go beyond offering moral support for t! 
anti-SLORC movement in Burma. But if pr 
sent trade and diplomatic links betwee 
Rangoon and Peking are expanded to i 
clude an unofficial military alliance, any fi 
ture government in New Delhi would t 
bound to react. "We would certainly vie 
such a development with grave concern 
one Indian diplomat said. 
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Nixon warns China's leaders over split with West 


mo 


By Robert Delfs in Peking 

ormer US president Richard Nixon's 
F bid to halt the rapid deterioration in 

relations between China and the US 
since last June bore little immediate fruit. But 
his visit to Peking served to clarify the di- 
mensions of the crisis and the risks posed to 
both sides if China's relations with the West 
continue their downward spiral. 

“The problem we have at the present 
time is the greatest crisis in Chinese-Ameri- 
can relations since we opened the new re- 
lationship in 1972,” Nixon said in an infor- 
mal talk at the US Embassy in Peking. 

Nixon's role in restoring Sino-US rela- 
tions in 1972, after more than two decades of 
hostility and confrontation, earned him a 
degree of respect in China unmatched by 
any other American politician and the 
standing to engage in plain speaking. His 
visit, therefore, gave Peking the opportunity 
to offer some gesture to those in the West 
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who value the relationship with Chin; 

Instead, senior Chinese leader Der 
Xiaoping insisted the US was responsible f: 
the problem and had to take the first steps ! 
resolve it. “In the past 10 years, China hi 
never done anything to damage the i 
terests of the US," Deng said. "But frank 
speaking, the US was involved too deeply | 
the turmoil and counter-revolutionary rebe 
lion which occurred in Peking not long ag; 
China was the real victim and it is unfair | 
make accusations against China." 

Neither side released any details | 
Nixon's full meetings with Chinese leader 
which totalled more than 20 hours. But h 
remarks at a banquet hosted by Chine: 
President Yang Shangkun on 1 Novemb 
were unusually frank. 

“Americans will long remember tł 
tragedy that recently occurred in this ci 
and its continuing aftermath," Nixon to 
Yang. "The fact is that many in the Unite 
States, including many friends of China, b 
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eve the crackdown was excessive and un- 

ustified. The events of April through June 
lMamaged the respect and confidence which 
most Americans previously had for the lead- 
ers of China." 

In addition to Deng and Yang, Nixon 
set Premier Li Peng, General Secretary 
Nang, Zemin, politburo standing committee 
member Li Ruihuan, Foreign Minister Qian 

Jichen, education chief Li Tieying and 
shanghai mayor Zhu Rongji. 

Deng's intransigence in insisting the US 

lone was responsible for the current crisis 
m bilateral relations — and that the US must 
sake the initiative in restoring them — leaves 
ttle room for either side to manoeuvre. 

The core problem is that accusations of 

JS hostility and interference in China's in- 
ernal affairs have become inextricable ele- 
ments of the current leadership's official 

xplanation of what happened in Peking 
uring June. Its thesis is that the pro-demo- 
racy demonstrations in April-June were en- 
po by a handful of conspirators, and 
erefore in no way a popular movement, 
»nd that the plotters were supported by 
hostile international forces" — meaning 
Ihe US and other Western countries — em- 
sloying a strategy of “peaceful evolution" to 
ubvert China's political system. 


hina appears likely to be locked 
0 into this position for some time to 

come. No Chinese leader can back 
fown from these accusations without 
rucially undermining the government's 
wn myth of what happened in and around 
l'iananmen Square. Further, it will now be 
extremely difficult, if not impossible, for 
those elements within the leadership that 
alue the relationship with the West to come 
sorward with any substantially conciliatory 
moves. 

Nixon made two important contribu- 
Kons towards an eventual formula for break- 
ng this impasse. The first was to convey 
orcefully the depth and permanence of the 
Nest's negative reaction to recent events in 
-hina to an increasingly isolated Chinese 
eadership, which at times has seemed in 
thrall to its own propaganda. 

Nixon's second contribution was to di- 
'ect the focus on to the more enduring 
strategic basis of the Sino-US relationship 
and the risks to the long-term interests of 
oth sides if relations continue to deterior- 
ate, skilfully sidestepping a sterile argument 
ver what really happened in June. 

"The cultural, political and ideological 
differences between us . . . are too great to 
permit a common understanding of this 
tragedy,” Nixon told Premier Li. “Let us rec- 
xgnise that our differences over recent 
»vents are huge and unbridgeable." But 
Nixon went on to warn that to permit the 
sino-US relationship to wither would be 
another, and still avoidable, tragedy. 

Both the US and China continue to share 
in interest in maintaining a stable global ba- 
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lance of power, and China has an indispens- 
able role to play in the maintenance of stabil- 
ity in the Asia-Pacific region, Nixon told Li. 
“It is neither in China’s nor America’s in- 
terests for your nation of over 1 billion 
people to return to its isolation,” he said, 
adding “the certain result would be an angry 
and impoverished nation.” 

Even if the Soviet threat has receded, 
Nixon argued, China remains strategically 
important as a balance to the power of 
Japan, and he suggested that shared eco- 
nomic interests may take the place of the 
strategic concerns which brought China and 
the US together in 1972. 

Nixon’s tough talk was followed by 
equally blunt remarks by US Ambassador to 
China James Lilley at an Asia-Pacific eco- 

omic relations conference in Hongkong on 
7 November. Rather than the 4 June mas- 





sacre, Lilley criticised Peking’s reintroduc- | 
tion of politics and ideology into economic | 





Nixon: ‘unbridgeable’ differences. 


decisions, in particular the return of local 
party cadres into enterprise management. “I 
think we can call this politicising a marked 
step backwards for reforms in China,” 
said. 

Chinese intellectuals were reluctant to 
offer policy advice as a result of Peking's 
efforts to put the blame for the pro-demo- 
cracy movement squarely on "bourgeois 
liberalisation” and Western influences. 
"This shifting of blame just won't wash," 
Lilley said. “The domestic problems China 
faces are of its own making." 

However, Lilley advised against further 
economic sanctions. A World Bank de- 
cision to go ahead with US$780 million 
in seven suspended loans would be “a 
rather therapeutic injection" for China. 
Other banks would follow the World 


Bank lead. "E 
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IN DIA 


Gandhi skirts Bofors, harps on continuity 








Populist po 


By James Clad and P. P. Bala 
Chandran in New Delhi 


n 6 November, at one of Prime 

Minister Rajiv Gandhi's rare press 

conferences, the ruling Congress 
party released the formal manifesto on 
which it will contest the 22-26 November 
elections, Although excoriating unidentified 
“power-brokers,” the 60-page document 
makes no reference to the worst corruption 
scandal of Gandhi's five-year term, the pay- 
ment of at least US$38.4 million in commis- 
sions by the Swedish arms maker Bofors to 
win a US$1.4 billion artillery deal in 1986. 

The manifesto begins on a slightly apo- 
logetic note, acknowledging that “much 
remains to be done" and stressing the “les- 
sons that Congress has learnt.” It then trum- 
pets various achievements, including the 
solving of regional insurgencies and a 
claimed lowering of India’s poverty line 
“from nearly half to well under a third of the 
population.” 

The document touts Gandhi's initiatives 
in education, a claimed improvement in 
public-sector performance, the lowering of 
the voting age to 18 and advances in missile 
technology. In India’s external affairs, it says 
"new initiatives . . . have made us respected 
in our neighbourhood, honoured in the 
world and looked up to by the international 
community.” 

The document echoes the government's 
decision to make a central campaign issue of 
the defeat last month in the Rajya Sabha, 
the upper house of parliament, of two bills 
promising 2 million “elected representa- 
tives” at the village and urban district level, 
the creation of a new tier of government that 
would, the manifesto claims, help to elimi- 
nate corruption from public affairs. “This 
election is, above all, a struggle between the 
Congress which wants to give power to the 
people, and the opposition, which wants to 
continue the regime of power to the power- 

Apart from this, the manifesto mainly 
stresses continuity of government (Con- 
gress has ruled for all but three of India’s 42 
years of independence) and it warns against 
a tearing of the country’s secular fabric if the 
opposition wins. The manifesto takes pride 
in the party’s centenary this year, saying 
that “[Congress] is a party whose ideology 
and principles derive from the quintes- 
sence” of thousands of years of Indian civili- 
sation. 

While long on rhetoric of this kind, 
the manifesto offers surprisingly few bold 





litics 

promises. It goes some distance towards 
deflecting growing criticism of state-owned 
broadcasting networks (REVIEW, 9 Nov.) 
by promising to put control of TV and 
radio in the hands of a public corporation. 
There are also some modest new goals in 
the usual populist appeals of Indian elec- 
tioneering, such as job creation for under- 
privileged castes and new facilities for farm- 
ers. Yet the basic thrust rests on the twin ap- 
peals of “continuity” and “power to the 
people.” 

Because of a failure to distribute the 
manifesto prior to Gandhi's arrival at the 
press conference, the press displayed more 
interest in the Bofors affair than in Congress 
election promises. The prime minister, how- 
ever, refused to be drawn on the topic. 

Identifying the recipients of the Bofors 
bribes has become an obsessive issue for 
much of the Indian press. When the con- 
troversy first erupted over two years ago, it 
was apparent at the time only that various 
unknown intermediaries had taken com- 
missions to clinch the deal. Revelations in 
the Madras-based daily newspaper, The 
Hindu, early this month, however, have put 
a big question mark over the prime minister 
himself, though Congress spokesmen were 
quick to describe the documents on which 
The Hindu based its story as patent forgeries. 

The newspaper's articles rest on almost 
cryptic extracts said to be taken from former 
Bofors president Martin Ardbo's personal 
diary. One note describes a July 1987 meet- 
ing between a "Gandhi Trust lawyer" and a 
director of a firm, AE Services, a subsidiary 
of Ciao Anstalt Vaduz (a Lichtenstein-regis- 
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tered firm) and cited in a Swedish Nation 
Audit Bureau report as one of three rec 
pients of the bribes. (The other two firn 
mentioned by the Swedes belonged ! 
former Bofors Indian agent Win Chadd; 
and to the Hindujas, a family considered ! 
be close to the prime minister's.) 

The Hindu articles certainly read a gre; 
deal into the diary notes. Attention focuse 
especially on one July 1987 entry which say 
simply that "Bob has talked with Gand! 
trust lawyer." The Hindw's writers take th 
as a reference to Robert Wilson, a direct 
of AE Services while the "Gandhi Trust" 
supposed to speak for itself. The gener 
supposition is that AE Services helpe 
clinch the deal at a crucial moment becaus 
the army's formal vetting procedures ha 
placed the Swedish gun behind its com 
petitors. 

The Ardbo diary extracts, as they aj 
peared in the Indian press, also refer to 
man named Ottacio Quattrochi, chairma 
of the Italian company Snam Progetti and 
friend both of the prime minister, whos 
wife is Italian, and of the prime minister 
now-estranged cousin Arun Nehru. A 
though the diary only notes the initials ‘Ç 
and ‘N,’ this was apparently enough for T7 
Hindu's editors to draw the circle eve 
tighter around Gandhi. 

The willingness of The Hindu to squeez 
maximum mileage from scanty documer 
tary evidence says much about its politic 
partisanship. Although the authenticity « 
the documents has only rarely been put i 
doubt, the habit of periodic publication in 
manner designed to inflict maximum polit 
cal damage on the ruling party, has had tł 
effect, in some eyes, of discounting tt 
reports’ credibility, whatever the ultima: 
truth may be. 

What do the disclosures mean in tt 
pre-election hothouse? Gandhi's positio 
throughout the scandal has been chara 
terised by a series of retreats. He fir 
claimed that no middlemen played a part i 
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y case, he was not able to cancel md d how- 
er contract because this would have im- 
rilled national security. 


key actors in the drama. The prime minis- 


aas got the money," now seems in jeopardy 
f The Hindu's inferences are correct. Gan- 
__Ahj’s office initially countered the latest story 

y claiming that the prime minister has no 
"*rust in his name; a day later, Congress 
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989, two years after the diary note was sup- 
sedly written. N. Ram, associate editor of 
Hindu, called Sharma's words “highly 
issue rapidly degenerated into a slanging 

tch. 


In the constellation of English-language 





ernment line. 


This type of press partisanship became | 


‘most apparent recently when the pro-gov- 
emment newspapers preferred to lend cre- 
dibility to documents allegedly showing 
multi-million US-dollar accounts kept by 


opposition leader V. P. Singh’s son, Ajeya | 


Singh, in a Caribbean tax haven. Before the 


story was carried by a minor, Gulf-based | 


newspaper, major American newspapers 
had been approached with the allegations 
but declined, after vetting the documents, to 
run stories about the Singhs’ alleged bank 
account. As the tempo of electioneering 
picks up, the partisanship that makes Indian 
newspapers so robust, and so frequently 
. confusing to outsiders, is bound to become 


even more apparent. T rr 
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Each assertion has been found wanting, | 
both in press disclosures and in denials from 


*er's last line of defence, that (as Gandhi put | 
"neither I nor any member of my family | 


" arty spokesman Anand Sharma went on | | 
e offensive against "mercenary pun low 


another newspaper which has been at | 
"oggerheads with Gandhi. Sharma said | | | 
editors in these newspapers were "bending | | | 


harma pointed to various oddities | 
in the diary entries including, most | | |- 
damagingly, a reference to. a. Swiss m 


the Geneva telephone directory ee | 
famatory.” Inevitably, the whole Bofors | 


newspapers, The Indian Express and The | 

indu show a consistent, anti-Congress a 

Ibias, both editorially and in theirbasicrepor- | 

Mage. Also known for an anti-government || 

posture is a third major daily newspaper, | |- 

^ Statesman. On the other hand, other | |. 

@prominent dailies like The Hindustan Times | | 

mand the Times of India retain a reputation |. |. 
"for generally solid, pro-Congress coverage |. | | 
"though this is not always unwavering. The | | | 

#Calcutta-based Telegraph also toots the Con- | | |... 
ogress horn; its editor, M. J. Akbar, will con- | 

test a local seat for the ruling party. Among |- 
‘the most important magazines, the influen- | 
‘tial India Today generally takes an anti-gov- | 
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THAILAND 


Cabinet relents on monument to student martyrs 


bow to fallen heroes 





By Rodney Tasker in Bangkok 


t face value, it looks as though Thai 
A students have won a minor victory in 

a long campaign to commemorate 
their dead in the 14 October 1973 uprising 
which brought down a military dicatorship. 
But a recent go-ahead by the cabinet to the 
students to build a monument to their fallen 
“heroes” has wider, more fundamental poli- 
tical implications. 

The cabinet may not have realised it, but 
the students view the monument decision 
as a political breakthrough which could 
serve as a catalyst for a revival of a more as- 
sertive student movement. And as the stu- 
dents see it, the monument itself will be a 
symbol for a campaign to strengthen Thai- 
land’s comparatively young democracy, not 
only for students but for all Thais. 

Donations to fund the building of a 
monument began in 1974. During the stu- 
dent-led mass uprising the previous 
October, scores of demonstrators 
were killed by security forces, but the 
movement achieved its aim by forc- 
ing military regime leader Field Mar- 
shal Thanom Kittikachorn and his 
cohorts into exile. Students grouped 
under the since disbanded National 
Student Centre of Thailand remained 
a political force in the subsequent 
years of civilian government until 
powerful rightist groups intervened 
on 6 October 1976. 

The rightists burst into Bangkok's 
prestigious Thammasat University 
and slaughtered many of the stu- 
dents gathered there as they pro- 
tested against Thanom's return 
from exile. A military coup just after 
the incident, still remembered with 
shame by many Thais, brought in a right- 
wing government headed by Tanin Kraivi- 
xien. The government quickly seized the 
donations to the monument fund, as 
student activist leaders headed for the 
jungle. 

In the 1980s, as a growing degree of 
democracy returned to the country under 
the government of Prem Tinsulanond, stu- 
dent leaders sought, unsuccessfully, the re- 
turn of the donations so they could at last 
build their monument. When the fully 
elected government of Prime Minister 
Chatichai Choonhavan came to power in 
August 1988, student leaders, now under 
the banner of the Students Federation of 
Thailand (SFT), amplified their calls for a re- 
turn of the funds. They found a sympathetic 
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ear among Chatichai's policy advisers, some 
of whom had been in the earlier student 
movement. 

The issue became more and more politi- 
cised, with several Thai newspapers and 
politicians backing their demand while a 
few radio stations, some controlled by the 
military, opposed the move. Significantly, 
the only leading figure to speak publicly 
against the monument was Gen. Suchinda 
Kraprayoon, now deputy army command- 
er. 

Popular support for the SFT, which was 
working closely with the labour movement, 
made it increasingly difficult for the govern- 
ment to resist the demand. Some in the gov- 
ernment, particularly those belonging to 
Chatichai’s Chart Thai party, had been 
rightly or wrongly associated with the right- 
ist forces which put down the student 
movement in 1976, and to resist the students 
now would be to risk a political backlash. So 
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Revenge of the rightists, 1976. 


on 31 October, the cabinet decided to hand 
over the Baht 4 million (US$154,740) monu- 
ment fund to the University Affairs Minis- 
try, which is to work with the SFT on con- 
structing the monument. 

Although the monument will com- 
memorate those killed in 1973 and, by as- 
sociation, those who died in 1976, monu- 
ment organisers intend it also to symbolise 
the movement towards greater democracy. 
"How the government proceeds in connec- 
tion with the erection of the monument is 
one way it may express its sincerity towards 
democracy," SFT secretary-general Vilasinee 
Mokcharoenpong said shortly before the 
cabinet decision. 

Vilasinee is among a group of student 
leaders, lawyers, a former minister, a former 
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senator and university professors who haw 
formed the 14 October Heroes Monume 
Follow-up Committee. Fallen heroes asidi 
Thongbai Thongpao, a leading huma 
rights lawyer who has been closely a 
sociated with the student movement fe 
many years and is on the monument cor 
mittee, told the REVIEW: “By constructir 
the monument, we will inspire the deme 
cratic spirit among the people.” That wa 
why the blueprint design for the monumes 
included a student and three “comme 
people” clutching a national flag and loo: 
ing forward to the future. 

Thongbai thought the monument woul 
also constitute something of a rallying pois 
for unity among students, who for the pas 
decade have been relatively passive and di 
organised. “Now, the students have re 
covered,” he said. “They are more active 
they can unite more and more . . . they ws 
move forward.” 

That does not mean a new element « 
radicalism is about to emerge among Tha 
students, akin to that of their counterparts # 
the Philippines or, perhaps, Indonesia. Bu 
as Thongbai pointed out, it might encourag 
student leaders to be more outspoken o 
such issues as social justice, corruption 3 
high places and unequal distribution « 
wealth — all fundamental issues which a» 
the subjects of growing debate nc 
only among students but in the Th: 
press and some political circles. 

Apart from Suchinda's remarks 
senior military officers have re 
mained quiet on the issue. But on 
officer said in an interview that som 
retired and serving military group 
were disgruntled over the fact tha 
the monument issue focused maint 
on the student role in 1973, wher 
many in the security forces at th 
time had privately backed the mov 
against the Thanom regime and hax 
even disobeyed orders to mov 


um against the thousands of demon 


strators with armour and heav 
weapons. 

No final decision has yet beer 
made on the material or size of thi 
monument in a country full of structures 
commemorating historical events and lead. 
ing figures. But it will be erected on a smal 
plot of Crown land in Bangkok — not fai 
from the city's massive Democracy Monu: 
ment. That monument was built before 
World War II, to commemorate the coun 
try's new constitution soon after the 193: 
bloodless revolution which ushered in : 
constitutional monarchy. 

If the students have their way, the new 
one will symbolise democratic gains since 
then and, in the words of one studeni 
leader, somehow protect the people from 
any further "unexpected events" — a safe 
euphemism for military coups whic 
characterised Thai political history until re 
cent years. a 
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“hina reacts angrily to Philippine- Taiwan links 


A lesson in 


y John McBeth in Manila 
T he Philippines’ continuing flirtation 











with Taiwan has brought the most 
angry rebuke yet from China follow- 
1g disclosures that Foreign Secretary Raul 
fanglapus paid an unannounced and os- 
ensibly private visit to Taiwan last month. 
*revious Chinese protests had been verbal. 
his time it was written, and in language 
inat left no room for misunderstanding Pe- 
ing's wrath. 

Although President Corazon Aquino de- 
ended the visit, claiming it did not violate 
ker 1988 ban on official contacts with Taipei, 
: has rekindled concern in Peking that the 
conomically strapped Philippines may be 
wavering on its one-China policy in the 
Xerests of securing further substantial 
'aiwan investment. 

China has been particularly sensitive 
bout foreign policy issues since the Tianan- 
men massacre, which earned it worldwide 
ondemnation and led to the Philippines 
uspending high-level contacts with Peking. 
K has also seen Taiwan use its economic 
muscle — built around US$75 billion in for- 
"ign-exchange reserves — to establish dip- 
somatic relations with Grenada, Liberia and 
Belize over the past three months. 

Manglapus visited Taipei from 21-23 Oc- 
sober and is reported to have met with his 
Kaiwan counterpart, Lien Chan. Officials, 
Yowever, would not confirm the meeting 
»ook place, or that Lien made a secret visit to 
Manila in May. They only said the foreign 
secretary had gone to Taiwan at the invita- 
‘ion of ethnic Chinese businessmen in the 
Philippines. 

Aquino told foreign correspondents on 

26 October that during her state visit to 
China in June 1988 it was agreed with 
—hinese leaders that any visits by Filipino of- 
ficials to Taiwan were acceptable as long as 
those related to trade only and not to politi- 
cal issues. In reply to questions from a 
Chinese reporter, she said the trips had 
been made "many times" and were not con- 
sidered unusual. Aquino imposed a ban on 
official visits to Taiwan after Salvador 
Laurel, her now-estranged vice-president, 
made two supposedly private trips there, in- 
cluding once in 1986 when he was foreign 
secretary. 

"Secretary Manglapus told me private 
visits like this occur often enough," she said. 
“At any rate, I think it's up to the Chinese 
Embassy to indicate to us what their senti- 
ments are." Four days later, the Chinese did 
just that. In an aide-memoire delivered by 
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diplomacy 


Chinese Ambassador Wang 
Jingfan, Peking warned 
Manila that visits of an of- 
ficial nature violated the 
principle of the joint com- 
muniqué signed by the two 
countries when they estab- 
lished diplomatic relations in 
1975. 

The aide-memoire fell 
short of an official diplomatic 
protest, but in an earlier 
statement a Chinese Foreign 
Ministry official referred to 
schemes aimed at undermin- 
ing the Manila-Peking re- 
lationship, and warned the 
Philippines that it was violat- 
ing the principle of the 1975 joint com- 
muniqué. The official advised Manila "to 
take effective measures to confine Philip- 
pine-Taiwan relations to non-official [mat- 
ters] so that there will be no recurrence of 
events detrimental to both countries." 





Manglapus: flirtation. 


Taiwan investment in the Philippines 
has spiralled greatly in the past three 
years, jumping from P198 million (US$9 
million) in 1987 to P2.8 billion in 1988 
and P2.6 billion in the first half of this 
year — ahead of both Japan and the 
US. Manilas two-way trade with Tai- 
wan is more than double that with China, 
another indication of the 
orientation of ethnic Chinese 
Filipino businessmen. 

Still waiting in the wings 
is the controversial Philip- 
pine-Taiwan Beneficial Re- 
lations Bill, which extends 
privileges to Taiwanese in- 
vestors and lays the ground- 
work for a special rela- 
tionship between the two 
countries. Although the 
Foreign Affairs and Trade 
departments have voiced 
opposition, there are in- 
dications that the House 
of Representatives could 
pass the measure when 
congressmen return from 
recess later this month. 

China has said the bill is tantamount to 
quasi-recognition of Taipei, a firm reminder 
that Manila can expect a broadside from Pe- 
king — and possibly even more serious re- 
percussions — if it is passed. a 
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Taiwan radicals raise 
independence issue 

> On the eve of island-wide elections in 
December, 32 candidates from the radical 
New Tide faction of the opposition 
Democratic Progressive Party have formed 
the New Country Alliance to make Taiwan 
independence a part of their campaign 
platform. Government prosecutors have 
warned that even to raise the question in an 
electoral context would be seditious. On 
cue, exiled Taiwan dissident Lin Yi-hsiang 
staged a surprise return to the island and 
promulgated a “draft basic law” for a 
proposed “Taiwan Republic.” 


Indonesia begins trials 
of alleged Muslim extremists 


»> Arash of trials of alleged Muslim 
extremists in South Sumatra, Jakarta and 
West Nusatengara has prompted the 
Indonesian authorities to claim that all these 
localised movements were linked to a move 
to overthrow the government and set up an 
Islamic state. The trials began in October in 
Lampung, South Sumatra, of 14 members 
of a group arrested in a raid by the military 
in February. One member of the group 
already has been convicted of subversion. 
Another eight are on trial in Jakarta, while 
four others are to stand trial in Sumbawa for 
other incidents. The official unease 
coincides with a resurgence of confidence in 
Muslim political circles. 


Red Cross to monitor 
Colombo army prisons 


> The Geneva-based International 
Committee for the Red Cross (ICRC) swiftly 
established a delegate's office in Colombo 
following the Sri Lankan Government's 
go-ahead prior to a foreign aid donors' 
meeting in Paris on 17 October. The ICRC, 
which on two earlier occasions had tried to 
set up a presence in the country, was 
advised by President Ranasinghe 
Premadasa on 9 October that it was 
welcome. Two days later the news was 
related at a briefing organised for Colombo- 
based ambassadors and the ICRC 
representative himself arrived on 16 
October. 


Chinese Embassy officials 
missing in Islamabad 


> Two low-level, Islamabad-based 
Chinese Embassy officials, Sarwar Rehman 
and Abdul Karim, who are believed to be 
from the Xinjiang Autonomous Region, 
have been missing from their posts since 4 
November. The Pakistan Government, 
which has close relations with both the US 


and China, is particularly embarrassed by 
the apparent defections as Li Peng, who has 
selected Pakistan for his first overseas visit 
as Chinese premier, is due to arrive in 
Islamabad on 14 November. 


Seoul's union leaders 
to visit communist nations 


> South Korea's trade union figures are 
visiting China and Eastern Europe to 
familiarise themselves with union activities 
in socialist countries. A group of 20 union 
leaders from Daewoo Shipbuilding left for 
Poland on 5 November for an 11-day tour 
which includes a meeting with Lech 
Walesa, leader of the Solidarity Union and 
visits to Polish shipyards, the company 
announced. The Ministry of Labour is 
organising a larger group of union figures to 
tour China to help them acquire “balanced” 
international perspectives, officials said. 
Until now, South Korean unionists had 
only been allowed to visit Japan and 
Western countries. 
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Burma bans ethnic 

insurgent bodies 

> The Burmese Government has outlawed 
four ethnic insurgent organisations: the 
Kachin Independence Army, Karen 
National Union, New Mon State Party and 
the Karenni National Progressive Party. To 
justify the action, which was taken under 
the Unlawful Associations Act, the 
government explained that the objectives 
and the activities of these organisations as 
well as those under their aegis or linked 
with them, were prejudicial to the rule of 
law and the maintenance of public peace 
and order. The government's action has 
come at a time when political parties are 
busy nominating candidates for the general 
elections scheduled for 27 May 1990. Parties 
or candidates connected with outlawed 
organisations will now lose their right to 
contest the elections. 
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Japan offers more aid 

to Vietnamese refugees 
> Japanese Foreign 
Minister Taro 
Nakayama who 
visited Hongkong on 
3-4 November has 
offered moral support 
for the colony in the 
future and help on the 7m 
Indochinese refugee — 

problem. Nakayama Nakayama. 

said Japan has 

pledged to give US$30 million to the UN 
High Commissioner for Refugees this 

year, of which US$11 million would be 
earmarked for Hongkong. He said Japan 
would contribute ¥50 million (US$349,162) 
to help with the refugee voluntary 
repatriation programme and will help 
expand the refugee holding centre in the 
Philippines. 


Kim Il Sung rumoured 

to have visited Peking 

> North Korean leader Kim Il Sung was 
strongly rumoured to have visited Peking 
on 5 November. The visit was thought to 
indicate Pyongyang's growing anxiety over 
the steady erosion of its support among 
socialist countries. The trip comes two-and- 
a-half years after his last meeting with 
Chinese leader Deng Xiaoping, at a time 
when Peking was moving steadily towards 
modernisation. 





Pakistan allows gold 

to be imported 

P» With the proclaimed objective of 
breaking the nexus between narcotics and 
gold smuggling, Pakistan is permitting the 
import of gold for the first time. The gold is 
to be imported for use by a public-sector 
bank at a 56% premium over the London 
gold price. Gold can now also be imported 
as personal baggage, though in what 
quantities has yet to be specified. 


Philippine soldiers quell 
pro-Marcos protest 

> Troops firing water cannon and teargas 
broke up a 4 November demonstration by 
hundreds of rock-throwing loyalists 
demanding the return of the remains of 
former president Ferdinand Marcos, who 
died in Hawaii in September. The action 
outside the Police Constabulary's Camp 
Cramme headquarters came after the 
protesters defied a second deadline for 
them to disperse. The loyalist campaign 
has so far to attracted little real 

support. 
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Character 


Difficult to define but always recognised. 
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Whether youre in textiles 
or trucking, developing infor- 
mation systems which truly con- 
tribute to your company’s 
success often requires software 
solutions tailored to the unique 
requirements of your business. 
Or, at the very least, making 
some major modifications to 
existing “off the shelf” or “third 
party” programs. 

Our commitment to widely 
accepted, open industry stan- 
dards frees our customer to 
choose the information system 
that can do the job best. 

And, our commitment to add- 
ing value through state-of-the- 
art development tools is what 
makes us confident that an NCR 
product can fit the bill. 

Our objective is to facilitate 


either custom software develop- 





ment or the modification of 
available applications. That is 
why we build in a wide range of 
database management systems, 
development tools, networking 
products and fourth generation 
languages. They free you to con- 
centrate your talents on getting 
the result you need. 

And we make these commit- 
ments not just because we know 


we're competitive. But because 


we know you are too. 
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if your business is expanding into new trade finance and capital investment needs. 
markets, you need a bank you can count on. In fact, no other bank offers Asian 
You need a bank like Security Pacitic. businesses as many connections to the West 
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Asia’s major financial centers, Security its next move, why not make sure you 
have a bank that will move with you. 
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OVIET UNION 1 


Toscow s window on Asta opens to the world 


Looking outward 





y Sophie Quinn-Judge in Vladivostok 


ladivostok is gradually ending its 

hermetic existence, receiving in- 

creasing numbers of foreign visitors 
ach year. They still come only on special in- 
Ntations, but even this trickle of outsiders is 
inough to tax the city's modest tourist in- 
»astructure. 

Chinese trade delegations rub elbows 
with fast-talking American businessmen in 
me city's crowded restaurants, and finding a 
vee table poses a challenge. It is no longer a 
wuestion of whether this Pacific outpost will 
come fully opened, says Valery Lozovoi, 
who is in charge of foreign economic rela- 
sons for the Soviet maritime region. The 
ily question now is the timing. 

Already, 700 foreign delegations have 
lisited the city this year and, by next year, 
ome optimists predict that foreign ships 
will be plying the waters of the Golden 
Iorn, where Vladivostok's commercial port 
& located. Runways at the city airport are 
seing renovated and may begin welcoming 
ternational aircraft by next year. 

The final decision to open Vladivostok 
will be taken in Moscow, maritime region 
earty secretary Victor Gorchakov said, add- 
ng that it will depend on “the world situ- 
ition.” But already the momentum 
1 this direction seems too strong to 
verse. 

Vladivostok's debut on the world 
Kage will not be entirely graceful. A 
glamorous natural setting on hills 
everlooking the Pacific and some 
harming  turn-of-the-century ar- 
hitecture cannot disguise the fact 
that the city is suffering from all the 
lis associated with years of stagna- 
ion. Ageing infrastructure, polluting 
ndustries and primitive living condi- 
fons for many residents belie the 
mage of “the Soviet San Francisco,” 
as some call it. The crime rate is high, 
and Mafia-style gangs run the under- 
world, local people say. 

Although the city needs to attract 
alented specialists from other parts 
X the Soviet Union to take part in its renais- 
sance, it has little to offer them. Scientists 
m their 20s and 30s with families find them- 
selves living in single dormitory rooms 
or up to 10 years. Of one group of young 
experts interviewed, only those born in 
he Soviet Far East are contemplating 
settling down in Vladivostok. Employees of 
Far Eastern Shipping Co. can expect to wait 
20 years for a flat. 
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Already, the city's hills are thickly cov- 
ered with monotonous, concrete box-like 
homes; the only room for new building is on 
the city's fringes. Some specialists are re- 
commending that the population be re- 
stricted to 750,000, slightly above the current 
level, until the housing crisis is overcome. 

Equally serious is the city's ecological 
crisis. "Our technology is out of date and 
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doesn't preserve environmental cleanli- 
ness," explained Yury Kashuk, editor of the 
newly established Pacific Business Herald. 

The ship-repair industry and navy pol- 
lute the sea, he said, while an antiquated 
sewage system purifies less than 10% of 
the waste which pours into the ocean. "The 
Amur Gulf 40 years ago was a unique 
natural phenomenon," he said, "but now 
we've lost it, thanks to the city's sewage." 
The sanitoria and beaches along the gulf are 
threatened with closure; local people refuse 
to swim in it. 

To bring the gulf back to life will require 





ecologically clean industry and an enor- 
mous amount of money. "We can't be par- 
ticularly optimistic about this without a gen- 
eral uplift of the economy," Kashuk said. 
Vladivostok's vocal Greens are on their 
guard against the import of polluting tech- 
nology. "We want the city authorities to 


make ecological cleanliness one of the first 
demands to potential foreign partners," 
Kashuk said. 
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The Greens also would like the city to be- 
come nuclear-free. Although they may well 
succeed in preventing construction of a 
planned nuclear power station, they may 
have a more difficult time persuading the 
navy to remove its nuclear weapons. "Vla- 
divostok was traditionally a military fort," 
Kashuk explained, "so naturally it is now 
also a nuclear fort." 

As elsewhere in the Soviet Union, funds 
for modernisation are in short supply. "We 
should ask Karl Marx where to find the 
money to build socialism," quipped one wit 
at an October conference on Vladivostok's 
development. City party first secretary 
Vladimir Semyonkin, 39, is hoping that a 
Supreme Soviet decision on territorial au- 
tonomy will soon give Vladivostok a budget 
to spend. At the moment, 70% of national 
income is spent by Moscow, he said, and 
only 30% goes to the regions. It should be 
the opposite, he believes. 

Without some degree of territorial inde- 
pendence, there will be no turn-around in 
Vladivostok's fortunes. Both radical mem- 
bers of non-formal groups and the men at 
the top of the regional party structure now 
accept this conclusion. Independent poli- 
tical activists are calling for the formation 
of a "far eastern republic," patterned on the 
one that existed in the early days of Soviet 
power from 1920-22. They see this as the 
only way to gain full control of their re- 
sources. 

The Soviet Far East is now routinely com- 
pared to a colony which has been milked of 
its raw materials by monopolistic ministries. 
A far eastern republic could become a buf- 
fer, not between warring states as it was in 
the 1920s, but between the “restruc- 
3 ł turing economy” in the rest of the 

. Soviet Union and the most rapidly 
developing region of the world, 
Kashuk said. It could remain under 
the direction of the ruling party, he 
concedes, as was the case in the 
1920s, but would have a free market 
and free press if the parallel were fol- 
lowed through. 

Gorchakov, until recently the rec- 
tor of the University of the Far East, 
sees territorial self-sufficiency as a 
realisable goal but one that will be dif- 
ficult to achieve. "Some of our elected 
deputies exploited this idea during 
the elections," he said, "but they 
didn't have any idea how to carry 
it out.” 

There are plenty of complex prob- 
lems involved, he pointed out, among them 
the pricing of raw materials produced in the 
Soviet Far East — fish, timber and light 
metals mainly. "Without price reform, there 
won't be any territorial self-sufficiency," he 
explained. 

Other specialists say that their region 
needs to make its own decisions about 
resource development. Sakhalin's gas, for 
example, could be a key energy source for 


31 





the region. At the centre, though, the 
Sakhalin shelf is not a high priority, these 


specialists maintain. 

But the region must also integrate itself 
into the outside world, Gorchakov believes. 
"We've been oriented towards the internal 
market in past years," he said. "We lived a 
closed, happy life." But to believe that the 
city could exist without the rest of the world 
is an illusion, he said. Growing imports of 
used Japanese cars and foreign computers 
are proof of this. 

However, Gorchakov and other leaders 
are adamant that they will no E simply 
supply unprocessed raw materials to Japan. 
“We won't go down the path we've already 
followed,” said Lozovoi. “We have told the 
South Koreans we want capital; we don't 
want them to replace Japan as a market for 
raw materials." 

Does Vladivostok see itself as another 
Hongkong in 20 years? Gorchakov has 
more modest hopes: "We want life to be 


more civilised and more comfortable here," 
he said, "but the speed of our development 
will depend on our neighbours' willingness 
to help us . . . We need. contemporary 
technology." | 

One of the major unanswered questions 
is whether the communist party will remain 





in control of the city's evolution. Elections - 


for new regional and city councils to be held 
early next year will be a key test of the 
party's ability to regain popular trust. 

The communists are taking steps to de- 
velop a more caring, competent image. Ur- 
bane men like Gorchakov and Lozovoi rep- 
resent a break with the old-style party 
bosses of the Soviet Far East. Still, Moscow 
scholars point. out that the relationship 
Soviet President Mikhail Gorbachov main- 
tains with intellectuals is not repeated here. 
“Academics in the Far East are third-rate citi- 
zens," one intellectual asserted. He added 
that there are too many people dependent 
on Moscow ministries for their pensions and 





SOVIET UNION 2 


Vladwostok’s civilians would like the sailors gone 
C 





n a hillside high above Vladivos- 
() tok's harbour is the city's only active 

church, the pink-painted "Grieving 
Mother of God." It was built as a monument 
to the sailors who lost their lives in the 
Russo-Japanese War. Vladivostok was and 
is a naval town. 

"We are linked in one fate," said Mik- 
hail Appolonov, the Soviet navy's head of 
"propaganda and agitation" for the city. 
“We opened up Vladivostok and named its 
bays and streets. We want to see the town 

beautiful and, as before, naval.” 
But ordinary inhabitants of Vladivostok 
and the rest of the Soviet Far East seem less 


^. than satisfied with the role the navy has 


played in their lives. Lack of sympathy for 
the military élite was vividly demonstrated 
here in March, when the commander of the 
Pacific Fleet, Adm. Gennady Khvatov, was 
defeated by university professor Victor 
Shekhovtsov in elections for the congress of 
people's deputies. The commander of the 
Far Eastern Military District, Lieut-Gen. 
Victor Novozhilov, was also beaten, by Yev- 
dokia Gayer, an ethnographer of the Nanai 
ethnic minority. 

The distrust which caused these hu- 
miliating defeats remains strong, judging by 
comments of the local people and press. In 
one week in October, the newspaper of the 
Soviet Pacific Fleet, Battle Watch, carried at 
least two articles addressing what might be 
called the navy's credibility gap. 

One such story tried to scotch a rumour 
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Ship out, navy! 


that sailors on a minesweeper in dock had 
fired a deck gun into a populated area. The 
loud noise had not been a shot, the news- 
paper said, but just the explosion of com- 
pressed air in an improperly fitted gun. 
Another article, by an officer's wife, aimed to 
debunk the widespread idea that the mili- 
tary have the best of everything — the best 
E the best flats and the best salaries. 

In the popular mind, a naval withdrawal 
from Vladivostok would bring noticeable 
benefits. "Many people would be happy to 


see the navy leave, as they occupy about. 


one-third of the flats here," said: a member of 
an informal political group. - 

Although city authorities say they do not 
have precise information on the naval popu- 
lation of Vladivostok, maritime region par- 
ty secretary Victor Gorchakov confirms that 
the navy is already handing over some 


buildings, but "it's an illusion to think that | 
we can chase them all out yet," he said, add- 


ing: "We need to be well- defended." And as 
he put it, the recently completed. US naval 
exercises in the region, Pacex '89, did not 
represent "the white sails of peace." 

Indeed, in the view of some observers, 
the Pacex exercises will provide fresh am- 
munition for those who argue in favour of 
retaining the navy's grip on Vladivostok. 
"The exercises will give the people responsi- 
ble for security the upper hand in deciding 
the question of opening Vladivostok," said 
Vladimir Ivanov, head of the Pacific Region 
Research Department at Moscow's Institute 
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housing. "They don't raise their voices 


On 12 October, the party published i 
election programme: "A new quality of B 
for the maritime region — through dem: 
cratisation and economic self-sufficiency 
Party leaders promise they will suppe 
non-party candidates who endorse the 
platform. 

Semyonkin insists that the city party 
role is to “guarantee the most natural ar 
free process of events” during the election 
“If along the way we meet obstacles — o 
ganisational or psychological — we shall. ti 
to remove them,” he said. "In the end w 
will all win," he added, "by getting a 
elected city council." 

It will take a lot to convince local peop 
that the party is sincerely committed to di 
mocracy. Even Vladivostok's deputy. ! 
the Supreme Soviet, law professor Vict 
Shekhovtsov, has lost some of his prestig 
by joining the party soon after his Supe 
victory in March. 


of World Economics and International Reli 
tions. "This lessens the influence of thos 
interested in economic development an 
generates more energy in certain. pups t 
people,” he said. 

In the official view, the offensive natur 
of the exercises and their proximity to Sovit 
borders, confirm that the US still sees th 
Asia-Pacific region as an arena of the Col 
War. Gorchakov has suggested that anti-m 
litary tendencies could to some extent b 
combatted by providing more informatio 
to the public on foreign military activit 
near Soviet borders. "Pacifism not infre 
quently comes from lack of information, 
he told the Defence Ministry's news orgar 
Red Star, on 20 September. 

Despite the perceived Western threat 
the Soviet navy does not intend to kee 
Vladivostok closed, Appolonov said 
“Those naval forces now in the city dor’ 


stand in the way of opening it," he said. 


However, civilian experts like Ivano 
have no illusions about the speed wit! 
which Vladivostok can shed its last militar 
secrets. Defence facilities that were once oul 
side the city limits have been surrounde: 
by residential areas as the city expanded 
Ivanov pointed out. This, he surmised 
makes the navy sensitive to the danger C 
electronic eavesdropping on its "com 
mand-control communications intelligence 
centre." 

What is more, the navy will have to buik 
new depots for nuclear warheads if it give 
up all its port facilities. Already, Vladivos 
tok's Greens are calling for the city to b 
made entirely nuclear-free. The relocation o 
these facilities may run into several billio: 
roubles, Ivanov said. 

It will take time and money to maki 
Vladivostok the cultural and commercia 
capital of the Soviet Far East. 

B Sophie Quinn-Judgt 
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SOVIET UNION 3 


A port city faces obstacles in attracting investment 


Going it alone 





By Sophie Quinn-Judge in Nakhodka 
n late October, another secret of the 
Soviet Far East yielded itself up to glas- 
nost. The military airport, located 25 km 
from Nakhodka, was for the first time 
shown to Western visitors. 

The visitors were not military attachés, 
but a delegation of US businessmen and 
consultants who had come to examine this 
small city’s attractions to Western investors. 
Among them was a representative of 
Bechtel Corp. which, if Moscow gives the 
go-ahead, may sign a contract to enlarge the 
airport. And not only are the Soviets dis- 
cussing opening up this formerly closed in- 
stallation but they are talking of turning it 
into a hard currency-earning joint venture. 

The conversion of the airport to civilian 
use is one of the keys to Nakhodka’s plans to 
create a special economic zone (SEZ). The 
project has been greeted with derision by 
some economists and is unlikely to receive 
any funding from Moscow. The local au- 
thorities, however, are pushing ahead with 
their drive to attract Western investment to 
their dingy port. 

“The initiative came from below here,” 
said Tatiana Tlyina, who represents the 
city's department of foreign economic rela- 
tions. "Not everyone in Moscow and Vla- 
divostok is supporting us," she said. "We 
have to be glad if they're not interfering." 

Soviet cooperatives and enterprises from 
other republics are showing a strong in- 
terest, though. "We're getting many pro- 
posals; we now have to choose the ones 
most needed here," she explained. 

In October, the city established a deve- 
lopment association for the SEZ. By January 
1990, it hopes that a council of ministers re- 
solution will spell out the conditions to be 
granted to foreign investors there. 

The Soviet Far East already enjoys a spe- 
cial status under foreign-investment regula- 
tions that came into force on 1 April. The tax 
on exported profits has been reduced to 10% 
or lower, depending on the nature of the en- 
terprise, from 30%. A tax holiday granted to 
foreign investors was extended from two to 
three years after the first declared profit. 

Soviets drawing up the decree on 
Nakhodka are hoping that the SEZ will re- 
ceive the right to engage in free barter trade. 
Licensing restrictions, which also came into 
force in April, have tied the hands of Soviet 
Far Eastern enterprises that had begun to 
develop an active border trade with China in 
timber and other raw materials. 

The draft decree also specifies that Soviet 
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enterprises operating in the SEZ would have 
no more than 50% of their production con- 
trolled by the central plan. In addition, 
Nakhodka is seeking the right to indepen- 
dently authorise investments or joint ven- 
tures up to a ceiling of Rbl 15 million 
(US$23.9 million) in hard currency. 

Nakhodka's selling point is its geo- 
graphy and complex of modern ports, com- 
bined with plenty of empty space. Located 
at the end of the Trans-Siberian Railway, the 
landbridge between Europe and Japan, 
it is already an international transport 
centre. 

Its commercial port handles 7 million 
tonnes of freight each year, while its sister 
port of Vostochny, the most modern in the 
Soviet Union thanks to Japanese technol- 
ogy, handles around 10 million tonnes. By 
the year 2000, Vostochny's capacity is pro- 
jected to reach 40 million tonnes. Unlike Vla- 
divostok, Nakhodka is an open city — with 
three foreign consulates — where a US- 
Soviet fishing joint venture has had its base 






Naval officers: no longer welcome. 


for 10 years. This year Hyundai, the South 
Korean conglomerate, established an office 
of its trading company here. 

The effort to attract American investors is 
partly motivated by politics. There is a grow- 
ing realisation here that if the US can be per- 
suaded to play a leading role in developing 
the Soviet Far East, it would reassure cau- 
tious Japanese and South Korean business- 
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men. American involvement might at the 
same time exert competitive pressure on the 
Japanese, a Soviet expert said. 

Soviet sources said some American busi- 
nessmen see Nakhodka as a possible 
springboard for entry into the Japanese mar- 
ket. One of the more outlandish proposals 
that Nakhodka has received was from an 
American real estate developer who would 
like to construct giant warehouses for lease 
to Western companies with products to 
market in Japan, where warehouse space 
available to Western firms is severely limit- 
ed. The same developer is talking about 
organising an air shuttle service between 
Nakhodka, Japan and South Korea. 

United Telecommunications has discuss- 
ed extending its deep-sea cable from Japan 
to Nakhodka, as well as longer-term in- 
volvement in communications in the Far 
East. However, decisions on communica- 
tions are still tightly controlled by Moscow, 
so local authorities cannot be confident of 
quick approval on this project. Heron, Bur- 
chette, a Washington-based legal firm, is 
playing an intermediary role in find- 
ing potential American partners for 
Nakhodka. 

Despite growing interest, Nakhodka's 
SEZ could still founder due to factors beyond 
its control. "Everything depends on the Su- 
preme Soviet passing the law on property 
and leasing," said a local official who, like 
most reform-minded officials, hope the law 
is passed by December. The law would en- 
able foreigners to lease land for 50 or 
perhaps 99 years. However, there are pes- 
simists who believe that the Russian Federa- 
tion, which has administrative control over 
the Soviet Far East, will fail to uphold the 
legislation. 

Nakhodka's labour shortage is another 
factor working against it. Not only is there a 
shortage of skilled cadres, there are also very 
few workers. In the whole maritime region, 
there are fewer than 1 million working 
people. Because of growing social tensions, 
public opinion is running against the large- 
scale import of unskilled workers from 
Asian countries. Many experts would like to 
see imported labour limited to temporary 
construction projects. 

The Nakhodka SEZ would, by force of cir- 
cumstance, be limited to low-technology, 
raw-materials processing. It would thus be 
dependent on industries in the unde- 
veloped hinterland outside its boundaries. 
These basic industries of the Soviet Far East 
— fisheries, timber and light-metals mining 
— are still controlled by plans drawn up in 
Moscow. 

"We need to emphasise a sectoral ap- 
proach, not a geographic one," a specialist 
on the region said. "We need to liberalise 
these industries for foreign investors. Our 
leap forward needs to be based on a change 
in people's mentality," he explained. "A 
physical breakthrough can't replace a con- 
ceptual breakthrough." 5 
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SOUTH KOREA 


Opposition set to reject military command restructuring 


Generals, h 


By Shim Jae Hoon in Seoul 
South Korean Defence Ministry plan 





to restructure the armed forces’ com- 

mand system by installing an army 
general at the pinnacle of operational con- 
trol, has triggered fears that the move would 
allow the already powerful military to exert 
even greater influence on the course of fu- 
ture political development in the country. 

The so-called 818 Plan, named after the 
date the proposal was conceived, has run 
into stiff opposition in the national assembly 
from all three minority parties, which vow 
to reject the bill when it comes under 
scrutiny in the parliament's defence com- 
mittee. The bill must be approved by the 
committee before it goes to a full vote. As 
the opposition parties together comprise a 
majority in the parliament, the bill cannot 
pass into law without at least one of them 
shifting its support to the ruling Democratic 
Justice Party. | 

The bill, if passed into law, would replace 
the chairman of joint chiefs of staff (JCS) with 
a new defence chief of staff. This top com- 
mander, to come from the army, would not 
only be granted overall operational control 
of the 600,000-strong armed services, but 
would also control the vast military bureau- 
cracy, which is responsible for such key 
functions as strategic planning, intelligence 
and logistics. 

The new defence chief would answer to 
the defence minister and the president, both 
civilians. But his powers would far surpass 
those of the current JCS chairman in that he 
would in effect be supreme commander of 
all the armed services, even in peacetime. 
The JCS chairman's authority is severely re- 
stricted, with his office limited to offering 
"advice and assistance" to the defence 
minister, in whose hands rests ultimate op- 
erational control. At present, each service 
chief answers only to the defence minister 
and the president. 

The division of power as prescribed 
under current law has not prevented coups 
in the past, but the fear now is that coups 
might become even easier to stage under a 
single top commander capable of wielding 
the kind of power envisioned for him in the 
818 Plan. 

In a country where the army has been 
routinely used to prop up the govern- 
ment, the present administration's proposal 
would enable the president to appoint 
as defence chief someone close to him, 
thus allowing the president to manipu- 
late the armed forces for his own politi- 
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cal purposes, analysts have warned. 

Such concerns not only trouble the politi- 
cal opposition, which has suffered under 
two army coups in the past 28 years, but 
they also worry the navy and air force, both 
of which are already overshadowed by a 
comparatively large and influential army. 
The authoritarian rule of the late president 
Park Chung Hee and former president 
Chun Doo Hwan, who is now living in 
domestic exile following a series of financial 
scandals involving him and his family, has 
provoked universal revulsion against any 
future meddling in politics by the army. 

The Defence Ministry's plan also addres- 
ses the need for the military to be reorganis- 
ed strategically so it can better deal with the 
military threat from communist North Korea. 
Over the past few years, the North has shift- 
ed a number of mechanised divisions and 
other combat formations closer to the de- 
militarised zone (DMZ) — a move that could 
facilitate a surprise attack against Seoul. The 


Officer cadets: more power to the army. 


flying time for jet fighters between the DMZ 
and Seoul is less than five minutes. 

The short distance between the DMZ and 
Seoul, where most of the South's political 
and economic institutions are concentrated, 
requires a quick response time as well as the 
efficient deployment of forces under a com- 
bined command system, a Defence Ministry 
background paper says. "Speed will deter- 
mine the outcome of [a new] war," it stress- 
ed, in partial justification the restructuring 
plan. 
The ministry's plan has also received a 
boost from rising pressure at home and in 
the US Congress for a phased withdrawal of 
34,000 American troops stationed in the 
South. The departure of US troops would 
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result in Seoul regaining complete control 
over the country's armed forces, whose op- 
erational control is now shared with the US- 
Korean Combined Forces Command. 

Under the plan, as outlined by strategic 
planning director Maj.-Gen. Yong Yung Il, 
the defence chief would assume operational 
control "under order of the defence minis- 
ter." The defence chief would be served by 
two deputies, one each from the navy and 
air force. The office of defence chief of staff 
would have four headquarters and four 
bureau-level offices handling everything 
from inter-service coordination to strategic 
intelligence and logistics. 

Since the defence minister would exer- 
cise operational control through the defence 
chief, Yong argues in the background paper, 
there is no danger of generals eclipsing civi- 
lian supremacy. He says the new system 
would reduce the chance of the army be- 
coming involved in politics. 

However, the problem is the commensu- 
rate reduction in the power of the various 
other service chiefs, who would lose opera- 
tional control over their own forces and be 
given responsibility for handling such "non- 
operational" matters as training and educa- 
tion, jurisdictional authority and budgeting. 

While the ministry's plan may formalise 
the army's control over wartime operations, 
some analysts insist that South Korea's tacti- 





cal environment makes it essential for the 
navy and air force to retain independent op- 
erational control over their respective forces 
as only commanders with expertise in these 
fields could insure overall defence. Long 
shorelines running for hundreds of 
kilometres along the peninsula make naval 
operations crucial to defence, while North 
Korea’s link to the Chinese land mass makes 
it critical for the South to retain aerial supre- 
macy, military commentators assert. 

The timing of the ministry's plan was un- 
fortunate as it came just when a strong anti- 
military mood is sweeping the country and 
when Seoul is about to acquire for the first 
time a sophisticated submarine force and a 
new generation of fighter aircraft. 
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Opposition to the Defence Ministry's 
plan from the navy and air force stems from 
long distrust of army dominance in the mili- 


tary establishment. Under the original un- SINCE 1735 THERE HAS NEVER BEEN 


derstanding of the existing command sys- 
len, the chairmen of the pihit ideis cff A QUARTZ BLANCPAIN WATCH. 
must by tradition be chosen from among the | 


chairman has always come from the army. 

However, the late president Park ig- 
nored the understanding by choosing the 
JCS chairman from among his favourite field 
army commanders. Sometimes, that re- 
sulted in a subordinate general catapulting 
to the Jcs chairmanship — over the head of 
the army chief of staff. 

With the president using the post of 
army chief of staff to counterbalance that of 
JCS chairman, navy and air force command- 
ers have consistently been shunted aside. 
As a result, they have traditionally opposed | 
any restructuring plan that might further 
erode their influence. The ministry's latest 
plan is the fourth restructuring proposal put 
forward since 1969 and, like all before it, the 
navy and air force hope it will be aban- 
doned. 


efence Ministry officials have em- 
1) phasised that they are seeking a full 

consensus on the issue from several 
hundred retired generals representing the | 
three services. Between September and Oc- | 
tober, the plan was submitted for discussion 
at a meeting of 450 retired generals. 

But, according to a retired admiral who 
requested anonymity, former navy com- 
manders signed a statement opposing the 
plan. "How could one be sure that the new 
defence chief of staff will not be another poli- | "Tho moon phase calender” 
tical appointee? What does an army com- 
mander know about naval and air force op- 
erations?” he said. IR 

Similar sentiments run through the re- "7235 
tired ranks of the air force. ition legis- B N 
lators Kim Sung Yong and Ok Man Ho of LAN C PAI 
the New Democratic Republican Party, both 
of whom are former air force pilots sitting on 
the defence committee, said the proposed 
revision would not only weaken civilian 
control but "affect the morale of air force and 
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even some normally critical of the govern- 

isi en dime bn. Such. The same Case houses each of the 
"| would also support it if I were in [an six "masterpieces" of the art of watch- 

army] uniform," said Rep. Chong Ung of | i i 

Kien Dee Jung's Party ior Pena Tia: | d making developed by Blancpain. 

mice encima hic coena S Each watch is assembled, polished and 

group. But Chong, a civilian, strongly op- d finish h heindiidual h 

poses the plan on the grounds the new de- | | _ c inished by hand by the individual watch- 

fence chief would be "too powerful." Apart = = maker. 

from questions of operational efficiency, he E - | 

said, “it’s an undemocratic proposal, mak- | | S+ — % Only about a dozen watches, each indi- 

ing it easy for the defence chief of staff to | | =Z A vidually signed and numbered, daily 

stage a coup.” c à ^ 
Chong/s view is shared by Kim Young | | C = = £ leave the workshops of Blancpain — the 

Sam's more conservative opposition modo o ; tor. 

Reunification Democratic Party, whichsays | | Sg. E oldest watch name not only in Switzer 

it will reject the bill. a||ss2 E land, but also in the world. 
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PAKISTAN 31 


Bhutto wins the battle, but not the war 


Breathing space 


By Salamat Ali in Islamabad 


Ithough badly jolted, the federal 
A government of Prime Minister Ben- 


azir Bhutto has managed to survive 
the the Combined Opposition Parties’ 
(COP) move of 1 November to oust it 
through a motion of no-confidence. But un- 
less she acts quickly to mend fences over the 
next few weeks it is doubtful if Bhutto will 
survive the repeat performance the opposi- 
tion has promised “at an appropriate 
juncture.” 

Among, other factors, her travails are 
rooted in the constitutional amendment her 
predecessor, president Zia-ul Haq made in 
1988, which binds her in a straight-jacket 
that has the potential to end her political am- 
bitions. Neither now, nor in the foreseeable 
future, is she likely to muster enough 
strength in parliament to annul the amend- 
ment and restore the constitution to its origi- 
nal 1973 form, for which there was national 
consensus at the time. 

Taunted by the opposition that at best 
she had a fractured mandate 
from the electorate, Bhutto told 
parliament that the story could 
have been different had there 
been a different interim govern- 
ment following Zia’s death in 
August 1988; had a large part of 
the electorate not been disen- 
franchised during the national 
polls a year ago through the re- 
quirement of producing the dif- 
ficult-to-obtain national iden- 
tity cards, and had the govern- 
ment in Punjab been neutral. 
But she also admitted that 
should she go to the polls 
soon,the outcome could only 
be that her Pakistan People’s 
Party (PPP) would return with a 
slender majority that would not 
alter her constitutional prob- 
lems. 

Under Zia's constitutional amendment, 
the president acquired considerable control 
over the military and the courts. The presi- 
dent can, at his discretion, remove the ser- 
vice chiefs and make high judicial appoint- 
ments. Most significantly for Bhutto, he can 
order the prime minister to obtain a vote of 
confidence from parliament and has the 
right to dismiss the directly elected lower 
house as well as the power — until 20 March 
1990 — to appoint an interim prime minister 
if he orders fresh national elections. Ghulam 
Ishaq Khan, the incumbent president, is be- 
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lieved to sympathise with the opposition. 

On the other hand, the amendment al- 
lows the chief ministers in the four pro- 
vinces to remain in office until the election of 
the new government. This means that if 
Bhutto is ousted and fresh elections are 
held, while she will lose her prime ministe- 
rial powers during the campaign, her rivals 
will continue controlling Punjab, the pro- 
vince which accounts for 62% of Pakistan's 
population. 

The opposition move to seek her ouster 
was aimed at precipitating fresh general 
elections. The PPP already has lost a number 
of by-elections in Punjab since it came to 
power less than a year ago in Islamabad. 
The PPP has alleged massive electoral fraud 
by the state government — controlled by 
former Zia supporters under the Islamic 
Democratic Alliance (IDA). But whatever the 
reasons for the IDA's success in the province, 
it will consider circumstances for going to 
polls favourable until 20 March 1990, though 
it is bound to lose enthusiasm for pressing 
no-confidence motions after. 
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Bhutto and PPP lawmakers in Mingora. 


Although Bhutto alleges a massive influx 
of drugs money in the continuing campaign 
to oust her government, a large number of 
her party officials have their own grievances 
against their leader. One complaint is the 
award of party tickets to the wrong people in 
the last elections. Another is the ineptitude 
of her non-elected advisers who, in certain 
cases, are wielding power after losing in the 
elections. However, some of the PPP stal- 
warts have only themselves to blame. By 
adopting a patronising attitude towards her 
because of her youth and sex they alienated 
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themselves and, consequently those whe 
had no qualifications for the jobs assigned t 
them — apart from their loyalty — are nov 
in control. 

The failure of her team is emphasised by 
the growing strength of the opposition. The 
IDA has built upon its basic strength of 6 
members in the parliament to end with é 
107-member group under the new label o 
the COP that voted for the motion of no confi 
dence. But that was 12 short of the numbe 
of lower house members required to ous 
the ruling party. 

As a consequence of the no-confidence 
move, Bhutto has indicated her decision tc 
reshuffle and expand her cabinet, but this 
could solve only part of the problem. She 
also must attract some of the COr's support 
— something she has begun to attempt 
by dangling the bait of ministerial 
berths. 


But so far she has won over only two 
political heavyweights. They are Ghulam 
Mustafa Khar, a former Punjab chief minis- 
ter and PPP loyalist under her late father Zul- 
fikar Ali Bhutto, and Anwar Aziz Chaud- 
hry, who was federal minister both under 
her father and with prime minister Moham- 
mad Khan Junejo during the Zia era. A for- 
midable group of old PPP loyalists with con- 
siderable administrative and political skills 
are still being held at arms length. And 
some of these politicians have by now dis- 
covered that they do not have any place in 
the sun except under her 
leadership. 

Should Bhutto work to 
make her government more 
appealing to potential defec- 
tors, she does have some ad- 
vantages over the opposition, 
be it the IDA or the COP. Under 
the anti-defection law, mem- 
bers of the IDA or the larger 
opposition can quit their side 
and join her without risking 
forfeiture of their seats in par- 
liament. The last judicial ruling 
stated that because the IDA 
was an alliance and not a politi- 
cal party, its members were 
M not subject to the anti-defec- 

tion law. On the other hand, 
members of the PPP can lose 
their seats if they leave their 
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Her iiu testis is the heterogenous 
elements comprising the COP, which in- 
cludes former Zia supporters, provincial 
parochialists, obscurantist Islamists and an 
assortment of opportunists. And fortunate- 
ly for her, the opposition figure-head in par- 
liament is an ineffectual speaker and even 
more ineffectual political tactician, Ghulam 
Mustafa Jatoi, who could not win his own 
parliamentary seat in the last general elec- 
tion and is in parliament courtesy of Ghulam 
Mustafa Khar. Khar had won two seats 
and gave over a safe one to Jatoi to con- 
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lo safeguard your personal wealth and YOUR PRIVATE BANK 
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build on it successfully, you need to be an 
expert. Or trust one. 

How else can you keep track of all the 
world’s stock and financial markets? 
The performance of major currencies? 
Or new investment opportunities? 

In today's unsteady conditions, how else 
can you effectively monitor potential risk 
and return? 

At Lloyds Bank International Private 
Banking, we can help you to protect your 
assets and make them grow. 

We can guide yout portfolio, help you 
with international tax and inheritance 
planning and much more. We have the 
time, the global resources and the 
commitment to ensure that you achieve 
your goals. 
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test in a later by-election. Subsequently, 
Khar merged his party with the PPP. 
Bhutto's major disadvantage is her re- 
liance on advisers who seem to ignore Pakis- 
tan's social conditions and allow the creation 
of grievances which can be exploited by the 
opposition. For instance, the prime minister 
has paid tribute to the genius of a person 
who thought up the idea of a lottery to fi- 
nance the South Asian Games, though lot- 
teries have been denounced as a form of 
gambling by the Muslim clergy. During 


Zia's rule women appearing on state-owned 
television had to fully cover their heads with 
a scarf as a sign of modesty. 

These rigorous requirements have of late 
been allowed to slip under Bhutto's liberal 
administration, raising the ire of the clergy. 
While on 1 November she did offer to nego- 
tiate with clerics in the opposition on the bill 
to Islamicise laws on social behaviour, the 
offer could have been made much earlier. 

Bhutto has conceded that a snap general 
election could give her a bare majority, but 
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Parties use extreme measures to ensure loyalty 


Politicians in purdah 


he no-confidence motion against 
| Prime Minister Benazir Bhutto's 
Pakistan People’s Party (PPP) govern- 
ment was the country’s first. With the ex- 
ception of the few general elections, changes 
in government have usually been brought 
about either by military coups or political in- 
trigues. The latest move was an innovation 
on the second method and, saw both sides 
attempting to seal up their MPs in remote lo- 
cations in order to prevent bribery or abduc- 
tion by the other side prior to the vote. 

While the motion failed, it stemmed from 
the basic weakness of the PPP in the directly 
elected lower house of parliament where its 
total strength of 117 in a house of 237 seats is 
two short of a simple majority. It has gov- 
erned so far with the support of 14 members 
of the Sindh-based Muhajir Qaumi Move- 
ment (MQM) — representing Muslim immi- 
grants from India — and the eight members 
from the Federally Administered Tribal 
Areas (FATA) who are elected through a re- 
stricted franchise on a non-party basis. 

Against this backdrop it was obvious that 
the opposition would seek to oust Bhutto as 
soon as it succeeded in luring away the 
MOM, and for good measure some or all of 
the FATA members. During her 11-month 
rule, Bhutto had lost the support of all inde- 
pendent MPs as well as the minor parties. In 
the event, it was the dominant opposition 
group, the Islamic Democratic Alliance (IDA) 
with 64 members, which succeeded in lur- 
ing the MOM away from the PPP in an agree- 
ment claimed to have been signed secretly 
as far back as 18 September. 

The MQM's defection had made the op- 
position's move inevitable, but Bhutto had 
refused to see the writing on the wall until 
the parliament secretariat received notice of 
a no-confidence move signed by 86 mem- 
bers on 23 October. The next day, Punjab 
Chief Minister Nawaz Sharif, the leader of 
the opposition, moved all the opposition 
members to a well-guarded hotel in Murree 





Hill Resort some 40 km from Islamabad in 
Punjab province. The MPs were heavily 
guarded by Punjab police who refused to 
allow reporters inside the hotel. 

On 26 October, 96 opposition members 
rose in their seats in parliament to support 
the admission of the no-confidence motion 
for a debate fixed for 1 November and the 
MPs were herded back to Murree until then. 

Bhutto told a press conference that the 
Punjab police had tried to abduct many 
of her own MPs in Is- 
lamabad. She said PPP MPs 
were promised Rs 10 million 
(US$500,000) each before the 
vote and an equal amount 
afterwards. She alleged that 
her crackdown on drug syn- 
dicates had made them so 
desperate that they were 
lavishly funding the opposi- 
tion. The opposition simul- 
taneously launched a cam- 
paign of disinformation, 
daily claiming defections 
from the PPP's ranks. 

Bhutto's dismissal of her 
minister of state for labour, 
Tariq Magsi, on the grounds 
that he allegedly had de- 
manded Rs 20 million in cash, an expensive 
car and a licence for floating an investment 
company, gave some credibility to the oppo- 
sition campaign. Magsi denied the charge 
and claimed that he had resigned because 
Bhutto had made her ministers non entities 
by giving all powers to her non-elected ad- 
visers. 

By 26 October, the PPP was concerned 
enough to remove its own MPs from Is- 
lamabad — first to Peshawar and then to 
Mingora, both in the North-West Frontier 
Province, controlled by the PPP. The opposi- 
tion alleged that the PPP, fearful of defections 
from its ranks, had virtually imprisoned its 
supporters. However, the press had free ac- 
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Sharif: failed motion. 


would not end the constitutional deadloc™ 
She complains about “the state within th» 
state mentality" of the oppositionists in Pur 
jab, whom she accuses of interfering wit 
the federal authority — including attempt 
to initiate a separate foreign policy. To ur 
dermine the opposition, she will first have t 
wrest control of Punjab from the IDA. Her re 
cent decision to place veteran trouble-shoc 
ter Khar as the leader of the opposition i: 
Punjab, is probably the first salvo in the nex 
political battle. 


cess to the PPP parliamentarians in Mingora# 

Minister of State for Minorities Fr Julius, . 

Roman Catholic priest, told the REVIEW thas 

he had been abducted late one night in Is 

lamabad, held captive for two days and tok 
that he was to be taken to Murree to mee- 
opposition stalwart Sharif. However, on hi 
way to Murree he was freed by armed fedi 
eral officers. 

The abnormal atmosphere in Islamaba: 
was emphasised by a federal ministers) 
claim that Sharif had sent commandos if 
civilian clothes to the federal territory sur 
rounding Islamabad. The day before the nos 
confidence vote, Bhutto advised Presiderw 
Ghulam Ishaq Khan of what she knew a 
well as her apprehensions about possible 
disturbances outside the parliament and he 
fear of violence within parliament itself. This 
was following her acceptance of the opposi 

tion's demand for army rein 

È forcements in Islamabad. 

; The repercussions œ 
these developments in Is 
lamabad were felt all over the 
country, but especially ir 
Sindh province which is con 
trolled by the PPP. Largely 
because of the locally basec 
MQM's defection from the 
Bhutto government, the 
Sindhis took the no-confi 
dence motion as a move di 
rected against Sindh where 
ethnic tension between Sin 
dhis and muhajirs has de 
teriorated further. The ethnic 
Sindhis feared that the 
MQM's alliance with the IDA 

would lead to the partition of Sindh, with 

the capital Karachi handed to the immi. 

grants from India. In the event, most ethnk 

Sindhi politicians condemned the no-confi- 

dence move. 

But despite these moves and counter 
moves, the game was up by 29 October 
when the PPP members in Mingora had an 
emotional catharsis by letting off steam 
against some of the cabinet members. By the 
next day, when reporters met these MPs be- 
fore and after a party meeting chaired by 
Bhutto, the old PPP militancy was once again 
in full cry. It was clear that the woulc 
cling on to power — though by the skin of it: 
teeth. = Salamat Al 
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Travellers Tales 


till on a nostalgic note, I thank those 
friends and colleagues for the many 
messages of farewel and good 
- cheer. Among them was a some- 

hat obscure and mysterious aide-memoire 
*"rom Peking. 

Perhaps by way of prior explanation, I 
should mention that one of my greatest 
_ pleasures in Hongkong has come from my 
_ ownership of a small (24-foot) Yamaha sail- 
feng boat. The original vessel was designed 
_ ‘or someone like myself making a nervous 
ransition from power to sail, and was de- 
scribed by the makers as a “motor-sailor.” It 
„had a complicated arrangement on the jib 
which was designed to enable it to tack au- 
a onma and various other features suita- 
























As I gained somewhat i in confidence, I 
ightly improved its performance by add- 
Ping a few winches, and a spanker (a pot- 
llied sail, a junior relative of a spinnaker). 
Min a flush of enthusiasm, I had this made up 
mn the form of a Welsh flag (a red lion — ram- 
pant, not passant, of course — against a 
"white and green background). We called the 
Nboat Sian, after our daughter; it is a Welsh 
amame and fits nicely into the Chinese, being 
what the Han people called their ancient 
“ «apital until the pinying spelling gave it the 


ne X. 


Aner that introduction, the farewell mes- 

ssage from the mysterious Peking source 

; may make a little more sense. It read: 

“Patriotic compatriots in Hongkong, which 
is part of Chinese territory, have informed 
us that the editor-in-chief of your publica- 
tion habitually and flagrantly displays on his 
‘yacht’ a flag resembling that of Wales. The 
world universally acknowledges that Wales 
is not a country. Like Hongkong, which has 
always been a sovereign part of China since 
ancient times, Wales is a part of Britain. 
Arthur, the so-called ‘king’ of Wales, was 
only a separatist pawn of Roman col- 
onialism bent on subverting the British 
motherland. 

By wantonly advocating the restoration 
of feudalism to Wales, editor Davies really 
means restoring feudalism in Tibet and re- 
storing ‘capitalism’ in the People’s Republic 
of China. Clearly editor Davies’ real intent in 
clamouring for Welsh independence aboard 
his so-called ‘yacht’ is to create a precedent 
for propagandising for ‘one Hongkong-one 
China’ and ‘one Tibet-one Hongkong,’ 
thereby sabotaging Chinese unity, failing to 
tack when hailed by a right-of-way junk to 
starboard, and subverting the government 
of the PRC. 
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This act, which hurts the feelings of the 
Chinese people and wantonly interferes in 
China's internal affairs, has naturally met 
with accusations from justice-loving people 
from around the world. But instead of 
showing regret for the serious impact of his 
feeble flag-flying, editor Davies has flown 
into a rage and made vicious attacks on the 
motherland. He has even gone so far as to 
try to drag into the mud the reputation of 
other Chinese leaders in the region, vilifying 
their correct efforts to safeguard stability and 
unity from imperialist plotters and Vatican. 
spies as an 'attack' on religion. 

We won't have it. 

It is the fervent wish of all the peace-lov- 
ing peoples of the world that editor Davies 
take a good long rest from his imperialist 
ravings and interference in China's internal 
affairs. Take off your shoes, pop open a cold 
brewski and kick back. Relax for a while. 
We'll still be here when you get back. 

[signed] 

Zuo Feng, acting spokesperson, Interna- 
tional Liaison Department, Insults to 
Editors Section, Communist Party of 
China. 


: PS: Any chance of a visa to study in Wales?" 


Talking of hare-brained writers, one at 


least in China appears to be hair-brained. I 


refer to the chap whose effusions on the sub- 
ject of the Da Bao Effective Hair Stimulator 
(more properly, hair restorer) which was 
spotted on its package by Don Cohn. The 
stuff, believe it or not, is manufactured by 
the Peking Tri-dewdewdrop Factory, and it 
is claimed to have "the funcions of cultivat- 
ing positiveness in the body, invigouration 
of blood circulation and elimination of cold- 
ness" — apart, that is, from restoring hair. 
The instructions read: 

Apply once both in the morning, and in 
the evening worm you head with hot towel 
to get rid of obstacles preventing hair roots 
to absorb the Effective Hair Stimulator, 
Apply the Effective Hair Stimulator to the 
boldness area, massage back and forth for 2 
minutes, pressing scalp thightly and feel- 
ing skin moving agaiost the scalp, not to do 
thistoo strongly, finally add the Effective 
Hair Stimulator once more. Take notice of 
having regular life, hair washing, rest and 
keep a plesant mood. 

After use of this product for one week, 
one may feel tight, itchy, feverish or sense- 
less on the scalp. These are normal 
phenomena . . . the more and more often 
the Effrective Hair Stimulotur tyou use, the 
faster and better the result will be. Please 
do as much as possible. 
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When you have done all that as much as 
possible, you might adopt a more contemp- | 
lative mood and turn to another unlikely | ! 
Chinese product, Nanjing Rain Flower | . 
Stones, otherwise known as Yu Hua peb- | 
bles. These are used for decorating flower 
pots, gold fish bowls and so on. A packet of 
them was purchased by Alison Hardie, who 
was so impressed by the accompanying 
piece of descriptive prose that she placed 
them in a bowl on her desk: 
It was recorded that in the Liang dynasty 
of China, a buddhist Master named Yun | ~ 
Guan had been preaching at the Jubao Hill |. 
outside the Zhong Hua Men of Nanjing. | - 
God was do deeply moved by his spiritthat | 
he gave a shower of flower falling down | 
to turn coloured pebbles glistening and | . 
smooth. Such small pebbles and that | . 
mound are hence call Yu Hua pebbles. | . 
Since then whenever after rain there are 
splended Yu Hua pebbles exposed around 
the Hill, Yu Hua Tai. It is something like a 
fairy scattering flowers shinning on the | _ 
ground ... It is simely wonderful of you | — 
put them into the case for rasing goldfish or 
tropical fish . . . As a matter of faceitisa | - 
good entertainment to enjoy by yourself or | — 
to present as gifts or souvenirs to you rela- 
tions and friends. Welcome to 
Unfortunately Alison Hardie gained no 
face at all with her bowl, but she is still look- 
ing forward to seeing a fairy shinning along 
next time she goes to Nanjing. 


Another unlikely claim on behalf yet of 
another range of Chinese products was 
photographed by K. J. Whicker outside a 
rather miserable shop between Peking's | 
Jianguo hotel and the new World Trade | 
Centre: 





A sign, photographed by Elmar Hudde in 
Canton's Sun Yat Sen memorial park looked 
as though it had suffered damage from gun- 
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INDONESIA 1 


Patronage and passwity are main barriers to political development 





By Michael Vatikiotis in Jakarta 


hen Indonesians talk about 

openness or keterbukaan you 

must do more than read their 

lips. The term has become the 
latest buzzword in Indonesian political cir- 
cles and has assumed a profusion of mean- 
ings. In a country known for its ambiguous 
political slogans, the term keterbukaan is a con- 
veniently vague anthem for Indonesia’s pass- 
age into the 1990s. But as players and would- 
be players in the political arena disagree over 
what it means, their debate reveals much 
about Indonesia's political culture. 

For those perched at the top of the sys- 
tem, keterbukaan simply means talking more 
openly. President Suharto recently told re- 
porters that "nobody wants to believe any- 
thing unless it comes from my own 
mouth." He expressed concern that 
people failed to recognise the open- 
ness practised by his ministers. His 
definition of openness seemed to be 
more information from more govern- 
ment officials. 

For some of Indonesia's small in- 
tellectual elite, however, keterbukaan 
is supposed to mimic the essence of 
Soviet glasnost — the opening up of 
a political system to bring it up to date 
with contemporary social and politi- 
cal expectations. 

But for the younger generation, 
especially university students, open- 
ness is something of a joke. They are 
better educated and more exposed to 
the outside world, and therefore increas- 
ingly aware of their marginal role in the 
scheme of things. The government imposed 
tight restrictions on campus politics in the 
late 1970s which, though enforced less and 
less, still prevent the students from organis- 
ing effectively. 

These sanctions against student partici- 
pation in politics are compounded by a trad- 
ition which looks down on anyone express- 
ing opinions before attaining the age of “re- 
sponsibility.” Frustration over the awesome 
gulf between older and younger generations 
was reflected in a poster put up by students 
at a campus in Bandung West Java in Sep- 
tember which carried the message: “This 
campus weeps year after year because it is 
said we are sweet, naive creatures . . . that 
we are robots moving silently, obediently 
and fearfully." 

Suharto's New Order government, not 
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Javanese rooted in a feudal past. 


The open question 


renowned for its tolerance of those who 
question the status quo, has been con- 
fronted all year with a sustained barrage of 
calls for change focusing on the need for 
more openness. In the next decade, In- 
donesia will have to come to terms with a 
change of leadership. After almost a quarter 
of a century in power, Suharto faces mount- 
ing a to his pursuit of another term 
in office. His present term expires in 1993, 
The steady growth of the economy is ex- 
pected to reshape the country’s social struc- 
ture in ways that will make it more difficult 
to control. Most important perhaps, the 
government's p for development 


is being criticised for failing to nurture the 
development of democracy. 

Many intellectuals say there is pattern 
among Indonesian leaders of being slow to 
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grasp the need for change. The result, some 
say, has been that change often comes in 
cataclysmic, violent bursts. It took the mur- 
der of six generals on 30 September 1965, for 
example, to galvanise society against the 
decaying rule of founding president 
Sukarno. 

For Indonesia's small, largely Western- 
educated intellectual elite, the key to avoid- 
ing the repetition of this pattern is to con- 
vince the government to adopt sweeping re- 
forms of the system, reforms which will en- 
hance its tolerance of criticism and basic 
democratic structures. At the same time, 
many are convinced this requires as much a 
cultural as a political transformation. 

For instance, Javanese society, which 
makes up a majority of the population and 
has a monopoly on political power, places 
emphasis on acquiescence in the face of 
authority and downplays dissent. “The 
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Javanese are rather easy to rule,” a foreigr 
Indonesian specialist said, “acquiescence is 
part of their culture and this has been a tre 
mendous resource for the current regime.” 
This worries educated Javanese like 
Umar Kayam. Recently installed as profes- 
sor of culture at Gajah Mada University in 
Jogyakarta, Kayam described in his inau- 
gural speech the alarming extent to whichi 
the modern Indonesian state is deeply root- 
ed irrthe cultural values of its feudal past. 
With astonishing frankness, Kayam de- 
scribes the modern bureaucratic elite as 
“neo-aristocrats.” "On paper, our bureau- 
cracy emulates a modern, rational bureau- 
cracy. In practice, everything is subject to 
a small elite who can take whatever they 
want," he says. Kayam argues eloquently 
that Indonesia has not lived up to the 
itarian, democratic principles en 
$ shrined at its birth. Instead, he says 
“just the opposite has developed.’ 
; He concludes that the Javanese mus 
adapt their culture to Indonesia's 
new status as a growing industria 
and commercial nation in order tc 
live up to the ideals of the constitu. 
tion. 


his carries the implicatior 
that it is Javanese society 
rather than those who rule 


over it which has obstructed 
an open approach to government. 
The scholar Ignas Kleden es con- 
vincingly that: "People are still look- 
ing to the past to find again the ideall 
polity of which Jogyakarta [the Sultanate of 
Martaram] was the last example." 

Those who watched 3 million people 
attend the funeral of Sultan Hameng- 
kubuwono IX in October last year can testify 
to the reverence still tendered to the old 
kings of Java. Commenting on the rumours 
of mystical happenings after the sultan's 
death, the Jogyakarta daily newspaper 
Kedaulatan Rakyat wrote: “It seems the 
Javanese cannot escape the world of mysti- 
cism and the paranormal." 

Apart from the pessimism of Kayam and 
others, there are those who argue that 
changes in society accompanying economic 
development are diluting Javanese culture 
and tradition. Students of political econ- 
omy say the country's economic growth is 
spawning a new, more demanding middle 
class. Their thesis runs like this: the govern- 
ment's own policy of economic deregula- 
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tion, designed to fuel economic growth by 
promoting exports and domestic savings, 
has itself promoted liberal ideas and begun 
to mobilise a more demanding middle class. 
"Economic deregulation must be accom- 
panied by political deregulation," says one 
noted economist. 

But the danger with sociological generali- 
sations in Indonesia lies with their simpli- 
city. Some regard the rise of a more assertive 
middle class as questionable notion. "The 
private sector is strengthening but it has yet 
to grow roots," said one senior government 
official. "It has only come as far as the en- 
largement of the present elite." 

Sociologist Tawfick Abdullah points out 
that the middle class is a product of state pat- 
ronage in the form of loans and subsidies 


which it controls. "Various groups such as 
entrepreneurs, the press and even social 
scientists attach greater importance to access 
to sources of power and funds," he says. 

Indonesians do very little outside of as- 
sociations (assosiasi) or institutions (lembaga). 
These provide frameworks to channel pa- 
tronage and support personalities who ar- 
ticulate interests on their behalf. There are 
women's groups, trading associations, 
foundations based on the age or generation 
of their members. More importantly, groups 
such as these — all of which must be regis- 
tered with the government under legislation 
passed in 1985 — can be co-opted by larger 
groups or interests. 

Only Indonesia's emergent student ac- 
tivists, by evading pressures to organise into 
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Islanders cling to separate culture and religion 


Troubled Timor 


By Michael Vatikiotis in Dili, East Timor 
he chief of military intelligence in East 
CD timer has a map he ties to take out 
when he has visitors so he can point 
to what he terms the island’s hotspots. He 
then likes to draw an organisational chart of 
the lingering Revolutionary Front for Inde- 
pendent East Timor (Fretilin) insurgency, 
showing networks and cells stretching from 
Lisbon to Darwin. Yes, he 
says, he is satisfied the situa- 
tion is under control. How- 
ever, he does not believe that 
the insurgency will disppear 
any time soon. With text- 
book precision, he describes 
a kind of dynamic stalemate 
where the army is always 
winning — but it is never de- 
feating the opposition. 

There is no doubt that the 
Timorese pose a challenge to 
the Indonesian authorities. 
Beyond infrequent skirmish- 
ing with Fretilin remnants, a 
far greater challenge lies in 
winning over the Timorese 
to the idea of being Indone- 
sian. The state ideology Pan- 
casila preaches syncretic har- 
mony — the sinking of ethnic or religious 
differences for the sake of stability and 
unity. The plain fact is that the Timorese are 
proud of their race and regard their Roman 
Catholicism as under constant threat from 
Jakarta — even though this claim is not sup- 
ported by the growth in the size of the 
church since integration with Indonesia in 
1976. 


Ez 





Such feelings could be smoothed, In- 
donesia's critics say, if the military withdrew 
their heavy presence from the territory. But 
active service in the East Timor campaign 
has long been a path to more rapid promo- 
tion in the Indonesian army. "What we 
leam in the military academy is fine as 
theory," said one officer, "but what we learn 
here is the real thing." Part of the real thing 
has been control of the territory's lucrative 
coffee production. For in- 
stance, PT Denok, an army- 
< run company, has long had 

3 a virtual monopoly over 
4 Timor's high quality Arabica 
- coffee. 
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Even with 200 or so Freti- 
lin guerillas still roaming 
the hills, there are signs the 
military's grip over East 
Timor is at last being re- 
laxed. The special command, 
“Kopscam,” which ran the 
show in the heyday of In- 
donesia’s military rule, is 
scheduled to be dismantled 
before the end of the year. 
Two battalions are returning 
to Jakarta, and Gen. Sintong 
Panjaitan, the highly re- 
garded military commander 
of the region based in Bali, will assume re- 
sponsibility for all military personnel in East 
Timor. 

It remains to be seen if these changes will 
put an end to accusations of human rights 
abuses voiced by the church and human 
rights groups. The Roman Catholic Bishop, 
Carlos Belo, alleges that on Sunday morn- 
ings the local authorities organise commun- 
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poupe and appoint le leaders 
ve avoided this fate so far. "We learnec 


from the early nationalists,” said one stum 
dent activist in Jogyakarta. “The Dutch triec 
to force them to join their organisations, bue 
they refused." 

The persistence of traditional network 
of power and patronage is seen by some ob- 
servers as an impediment to the asser 
tiveness of Indonesia's ing bour 
geoisie. It also throws considerable obstacles 
in the way of achieving keterbukaan and ex 
plains the profusion of meanings attached tc 
openness. Perhaps with this in mind, one 
seasoned politician remarked recently 
“Openness is reflected in political communi- 
cations — it is not yet part of the political pro- 
cess." b 


ity activities which clash with the villages 
Mass. The army denies this is the case. 

"They listen to all my sermons," says Belo, 

"and then they ask why I never talk Pan- 

casila." Why is it so hard for the Timorese tos 
accept the Indonesian way? Why is it so dif- 

ficult for Indonesia to let the Timorese have* 
their own way? 

The second question is the easier one to 
answer. East Timor's charismatic and popu- 
lar governor, Mario Carrascalao, was recent- 
ly told by President Suharto that if he made 
exceptions for East Timor, it would encour- 
age every other province in the country to 
ask for the same special treatment. There is 
no reason in a Pancasila state, the govern- 
ment says, to worry about the suppression 
of local cultures. But the Timorese argue that 
the presentation of their culture as a pro- 
gramme on state television once a month or 
as a tableau set in Jakarta's miniature park is 
not the best proof of this. 

To be fair, many of the social problems in 
East Timor today are simply the product 
of uncontrolled immigration: the Muslim 
Buginese bring their own brand of intolerant 
Islam; the East Javanese their arrogance. 
The Timorese say they have no opportunity 
to enter commerce as a result. One govern- 
ment official said: “You see why we were re- 
luctant to declare the province open? We 
were protecting the people here from all 
these immigrants." Many Timorese would 
baulk at this explanation of why their pro- 
vince had been closed to outsiders until Jan- 
uary this year. 

Many Indonesian officials regard it as 
only a matter of time before a new genera- 
tion of Indonesian-educated Timorese, 
speaking Bahasa Indonesia and with Pan- 
casila courses to their name, reject the stub- 
born irredentism of their elders. But the 
notoriously under-funded school system 
here may ultimately retard this scenario. 
Mastery of the Bahasa Indonesia language is 
still poor even among children. Portuguese 
is still the language of the educated, and the 
local language Tetum is stoutly defended by 
the church. 
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Progress is one of our longest traditions. 
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Now that we've brought the new 747-400 into 
service, we are once again one of the first airlines 
to fly this modern jumbo jet. 

We are doing this because we consider that only 
the best is good enough for our passengers. 

And, in our business, the best means the latest 
aircraft. They guarantee the highest degree of 
reliability and the most comfort. 

Incidentally, this is nothing new but has been 
our policy for the last 63 years. In other words, 
since Lufthansa was founded. The confidence 
placed in us by the 19 million passengers who 
flew with us last year shows that we are on the 
right course. 


Lufthansa 
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— — Hung Chuan Lu 
Director, Information Systems Department 
Taiwan Power Company 


Taipower supplies all of Taiwan with electrical 
energy. The company's biggest challenge is to 
keep up with the explosive growth of the 
country's economy and to anticipate its needs 
well into the next century. 


The key to meeting this challenge is advanced 
management of information. Every hour, 
Taipower needs to know what the demand is 
likely to be and where the energy will come 
from. Working with industry specialists from 
IBM, Taipower has developed a sophisticated 
system that provides a detailed graphical 
analvsis of electrical supply and demand. 


Today, an intricate forecasting job that used to 
take a month now takes just two minutes. The 


IBM system also helps Taipower planners get an | | - with businesses large 
accurate idea of which sources of electrical 8 uio - ad smali in a variety 
power — fossil, nuclear, hydroelectric — will be -a If Midustries thre 
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constant flow of electrical energy. To provide 
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Letter from Hawaii 


e = Tahiti may have got- 
ten the better poets 


! and painters, but it 
was Honolulu that 
bagged the most 
persistent promoters 

- and the happiest 
bibas. - hucksters. Ninety- 
six years after "annexation" by the US — the 
result of a bloodless coup arranged by 
American sugar planters — and three dec- 
ades after achieving statehood, Hawaii is 
well and truly American. 

Honolulu, the state's balmy, beautiful 
capital, is a typical American city in some 
ways; yet, it is absolutely unlike any other 
metropolis anywhere. For one thing, it is the 
most isolated city in the world; the nearest 
notable neighbour — San Francisco — is 
2,400 miles to the east, and Tokyo 3,847 
miles to the West. Despite being midway be- 
tween Asia and North America, the local 
newspaper — the Honolulu Bulletin — is as 
bland and unremarkably American as any 
broadsheet in Seattle or Cincinnati. But the 
names of the newspaper's reporters are a 
colourful and exotic mix: Becky Ashiziwa, 
Mike Tsukamoto, Bob Wojnowsicil, 
Tim Rayan, Bill Kwon, Harriet Gee, 
Corky Trinidad and Crystal Kua 
(with a managing editor named 
Shapiro) — all reflecting what must 
surely be the most diverse readership 
on earth. 

It was the painter Paul Gauguin 
who first put French Polynesia in the 
hearts of paradise-seekers, but it was 
Hollywood, the US Navy and Pan 
Am that transformed Hawaii from a 
sleepy Pacific transit port into a 
magnificent melting pot of colours, 
races and cultures. Honolulu is both 
the most Asian city in America and 
the most American city in Asia. 
Where once US military bases and sugar 
cane exports were Honolulu's main revenue 
earners, tourism is today the major money 
spinner. Tourists now swarm here in such 
vast, overwhelming numbers (5 million an- 
nually vs 800,000 local residents) that they 
are not so much taken seriously, as for 
granted. 

Japanese by far make up the largest 
number of non-American visitors and rare is 
the Honolulu sales girl who cannot speak 
enough Japanese to sell a strand of 
Mikimoto pearls. Japanese not only fill 
many of Honolulu's better hotels, they own 
most of them. 

As the biggest foreign investors in the 
state, they are, for the most part, welcomed. 
But resentment recently surfaced when a 
Tokyo property buyer named Gensiro 






Kawamoto bought up 200 private homes in 
a single buying spree. Angry Honolulu resi- 
dents, already living with the highest hous- 
ing costs in the US, believe that Kawamoto 
had only done publicly what other Japanese 
developers were doing quietly. 

If the issue becomes heated, one thing is 
certain: it will have nothing to do with race 
or nationality. Honolulu's population is 
now far too diverse for that; in fact, Hawaii 
must have the most mixed citizenry on 
earth. So much so, that it would be difficult 
to point out who were the home town de- 
fenders and who were the greedy foreign in- 
vestors/invaders. One-third of Hawaii's resi- 
dents are Americans of Japanese descent, 
most of whom are third generation. 
Another third are Caucasian, many descen- 
dants from the first missionaries, known 
locally as haoles. 

And what of the original Hawaiians? 
When Captain James Cook "discovered" 
the islands in 1778, there were some 300,000 
"Hawaiians" but within a century that 
number dwindled to fewer than 60,000 
(due mainly to imported diseases such as 
pneumonia and syphilis). Today there are 





Hawaiian children: anthropological merry-making. 


fewer than 9,000 pure Hawaiians and barely 
50,000 residents can claim to be even half 
Hawaiian. 

American missionaries followed Captain 
Cook to the islands. Today the largest 
private land-owners in Hawaii are the 
direct descendants of the first missionaries. 
Their corporate names — Castle & Cooke, 
Parker, Damon, Brewer, Alexander & 
Baldwin, Campbell and Robinson — bear 
this out. 

After the Japanese-Americans and the 
haoles, — Filipino-Americans, | numbering 
140,000, are the third-largest group in 
Hawaii. Then there are mixed Hawaiians, 
Chinese-Americans, black Americans, 
Spanish, Portuguese and Koreans. These 
were followed in the 1950s by islanders from 
Fiji, Samoa, Tahiti and Tonga, plus Indians 


FAR EASTERN ECONOMIC REVIEW 


and Vietnamese and, finally even a few Es- 
kimos. Mixed marriages are now so much 
the norm that it seems strange to see a 
couple of the same exact cultural or racial 
background. The end result of all this an- 
thropological merry-making are some of the 
most beautiful children anywhere. 

Although Filipinos now form about 20% 
of the total population of Hawaii, because 
immigration is still rising (while that from 
Japan, Taiwan and Singapore has levelled 
off), they are the fastest-growing ethnic 
group and they could well become the 
largest single nationality in the state. Politi- 
cal pundits predict that Pinoys (as Filipinos 
call themselves) could be the next group to 
put a man in the governor's mansion (a haole 
and a Japanese-American have already filled 
that post). 

Unlike their Chinese or Korean counter- 
parts who, in their early years of arrival, 
maintained political links with their birth- 
place, Filipinos have tended to sever all but 
family ties to the old country. Less aggres- 
sive in business than the Japanese or 
Chinese, Filipinos have not yet done as well 
economically, with average income levels at 
the lower end of the scale. Much of 
this is due simply to the fact that they 
were the last major group to come on 
the scene; the Chinese and Japanese 
first landed as field workers in the 
1850s and 1860s. 

But Filipino influence is now 
being felt in subtle though visible 
ways. It is obvious that they under- 
pin the state’s all-important service 
industry in many aspects, from room 
service to front desk. Many of the 
“Hawaiian” girls in the hotel dance 
troupes are actually Filipina-Ameri- 
cans, and scores of the city’s best 
musicians were either Manila-born, 
or have parents from there. Several 
of Hawaii's top television entertainers and 
journalists are Filipino, as is the state's 
lieutenant-governor. 

For second-generation Filipinos, there is 
little interest in returning to the Philippines 
to live. The US is now their home. But for el- 
derly first-generation immigrants, the desire 
to retire to the rural barrio of their youth is a 
compelling one and not merely for senti- 
mental reasons: a US retirement pension 
goes much further in Leyte or Mindanao 
than anywhere in Hawaii. Some old people 
do not quite live long enough to make the 
trip home, but nonetheless request that their 
remains be returned by air to the Philip- 
pines. But one Filipino migrant so far has 
not had his request fulfilled — former Philip- 
pine president Ferdinand Marcos. 

u Steven Knipp 
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A tragi-comic tapestry 


The Great Indian Novel by Shashi Tharoor. 
Viking, London. £12.95 (US$20.50). 


If Shashi Tharoor had not existed, The 
Great Indian Novel would have had to create 
him, a minor piece of legerdemain that 
should not have taxed its inventive powers. 
Disapproving pundits will point out that, 
like the Holy Roman Empire, The Great 
Indian Novel is a misnomer on three counts: 
it is not great, in any sense of that much 
misused term; it is singularly un-Indian 
in its total lack of overt reverence for the 
hallowed icons and shibboleths of that 
nation; and finally, it is not a novel at all, 
but a quasi-literary card trick with a pack 
consisting of Janus-faced jokers in dubious 
taste. 

Making his debut in fiction, Tharoor has 
dextrously melded myth and modernity, an 
apt amalgam for an ancient country and a 
new nation whose definitive citizen is the 
nuclear scientist with a caste mark on his 
forehead. The rainbow arc linking the time- 
less and the topical is the Mahabharat, liter- 


ally “Great India.” In his retelling of the 
3,000-year-old Hindu epic as a contempo- 
rary political parable, Tharoor enlists histori- 
cal personalities, thinly disguised by a gos- 
samer veil of mythology, to enact the recy- 
cled saga whose end is also its beginning, 
both encoded in the double helix of dharma, 
the moral DNA of the Hindu cosmos. 
Tharoor's earlier book, Reasons Of State, 
was a study of Indian foreign policymaking 
during Indira Gandhi's regime, and the au- 
thor, a UN bureaucrat, has a good nose for 
the whiff of intrigue that permeates the 
labyrinthine corridors of power. He is, how- 
ever, on less familiar terrain when negotiat- 
ing the twists and turns of Vyasa’s monu- 
mental epic. But with recourse to some Pro- 
crustean surgery, Tharoor has pieced togeth- 
er a tragi-comic tapestry of modern India. 
The twice-born tale begins with Ved 
Vyas, sidelined politician turned epic bard, 
dictating the story of his life to an elephan- 
tine amanuensis. Vyas is destined to be both 
scion and sire of the great Indian family tree, 
wondrous banyan whose tangled roots 


form the sacred grove which encloses the 
endless morality play of maya, the illusion 
beyond the reality of illusion. 

Vyas’ story unfolds like a dream that has 
yet to devise its interpretive Freud. Cause 
and effect couple at random to produce 
changelings of a greater god than mechanis- 
tic determinism. There is Gangaji, revered 
as the Mahaguru who, clad in loin-cloth, 
leads the Great Mango March and reduces 


' the might of the British empire to pulp. Gan- 


gaji falls to an assassin's gun and his adop- 
tive son, sightless Dhritarashtra — whose 
midnight tryst with Lady Drewpad, wife of 
the British viceroy, results in the birth of the 
beauteous Draupadi — becomes the first 
leader of independent India. Dhritarashtra's 
half-brother, the headstrong Pandu, has al- 
ready bid farewell to arms, both martial and 
marital, on board a Japanese warplane 
which, having gone down in flames, will 
prove a phoenix too frequent for posterity. 
Freedom dawns under a pall of darkness 
as the thumbless, self-mutilated Moham- 
med Ali Karna vivisects the new-born na- 
tion to create Karnistan, "the Hacked-Off 
Land: simultaneously a tribute to its epony- 
mous founder and an advertisement for its 
proponents' physical political intent." Fol- 
lowing the débâcle of the Chakar invasion, 
which "contemptuously . . . erased the Big 
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Mac Line" while India's "Defence Minister 
Kanika Meonon pirouetted on the world 
wstage in a Kathakali mask," Dhritarashtra 
wdies a broken man, leaving nothing in his 
will for Draupadi, glowing like the flame of a 
votive lamp in the "temple of the people . . . 
a flame nourished by a ceaseless stream of 
sanctified oil and the energy of a million 
'voices raised in adoration." In an open-and- 
shut context, Draupadi's hand is won by the 
foremost among the five Pandavas, Arjun, 
who perforce must share her with his 
“brothers in a connubial arrangement that is 
«democratic in more ways than one. 

After a brief interregnum, Dhritarash- 
tra s mantle descends on the “desiccated” 
shoulders of his legal if not spiritual heir, 
Priya Duryodhani, who having been elected 
as a figurehead leader by the unsuspecting 
Kaurava elders, soon proves her Machiavel- 
lian mettle by splitting the party. When the 
Pandavas' mentor, Jayaprakash Drona, calls 
for a people's uprising against her, Duryod- 
hani on the advice of the oily ex-lawyer Sha- 
kuni Shankar Dey declares a state of siege, 
locking up her opponents and muzzling the 
press. 

While Draupadi languishes in this ini- 
mical clime, Vyas has a vision in which 
Duryodhani challenges the eldest Pandava, 
priggish Yudhistir with his idiosyncratic 








A pack of Janus-faced jokers. 


taste in beverages, to a game of dice, loaded 
in her favour. At stake is Draupadi's hon- 
our, miraculously saved by divine interven- 
tion. In the great electoral battle that ensues, 
Duryodhani is defeated. But Yudhistir's vic- 
torious Janata Front falls apart, and as 
dharma turns full circle Duryodhani returns 
triumphant, only to meet a violent end of 
her own making. And Ved Vyas, his story 


done or just begun, wakes to "today's India 
. . . land of computers and corruption, of 
myths and politicians . . . muddling chaoti- 
cally through to the 21st century." 

Like O. P. Vijayan's The Siege of Dhar- 
mapuri, with which it has thematic parallels, 
The Great Indian Novel will cause many hack- 
les to rise, adding stimulus to the lively sport 
of spotting who's who in fictive garb, and 
why. As mock-heroic bard, Tharoor dis- 
plays an often impressive virtuosity, though 
his determination to prove that the pun is 
mightier than the word is jarring at times. 
Particularly effective is a (Vikram) Seth piece 
in which iambic tetrameter bridges the gold- 
en gate to the Bhagvad Gita as Krishna, a 
politician from the south, exhorts Arjun to 
action: "No misgivings need beset such an 
actor/Who acts for the spirit, not for personal 
gain; /Who untouched by attachment, or 
any other factor/Acts for the nation in this 
election campaign . . . As for whether Priya 
is adored by the masses,/Don't worry — too 
often, the masses are asses." 

Nonetheless, popular demand is hard to 
resist, and like Ved Vyas, Tharoor might 
find that in the end of his story is another 
beginning. After all, that other great Indian 
epic, the Ramayana, awaits transcreation as 
the Rajiv-nama, or Son of The Great Indian 
Novel . u Jug Suraiya 
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«Growing up is child's play 


Preschool in Three Cultures: Japan, 

China and the United States by Joseph J. 
Tobin, David Y. H. Wu and Dana H. Davidson. 
Yale University Press, New Haven and London. 
LIS$26.95. 





In an old preschool in Kyoto, a budding 
bully named Hiroki bashes into his dass- 
mates’ card game, first hurling the cards 
»over a nearby railing and then pouncing on 
»one of the hapless players. The youthful 
teacher, Fukui-sensei, serenely ignores the 
fracas, leaving it to the toddlers themselves 
to reassert order from the chaos. This little 
episode, captured on videotape as part of 
the exhaustive study chronicled in Preschool 

wn Three Cultures, bemused Japanese audi- 
sences, left Chinese audiences livid and be- 
wildered Americans. 

Is Fukui-sensei an exemplar of her trade 
»or a disaster? Just what makes a good pre- 
sschool? Preschools, after all, are hothouses 
*for socialising four-year-olds, but what are 

the values adults want to instil in their kids? 
And what of the differences between, say, 
*Omaha and Osaka — are they determined 
My culture? Such were the questions posed 
by Joseph J. Tobin, David Y. H. Wu and 
"Dana H. Davidson as they insinuated them- 
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selves into the daily workings of Hiroki's 
preschool in Kyoto, the Dongfeng preschool 
in southwest China and St Timothy's in 
Hawaii. 

In these times when grand cultural expla- 
nations seem to be back in fashion, Preschool 
in Three Cultures returns to what happens to 
the little people, so to speak. Big, important 
people like Japanese politicians often invoke 
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cultural explanations (We are unique) for 
trade squabbles with the US, and China's 
leaders are fond of saying that democracy is 
not part of the Chinese tradition. The little 
people and their teachers described and 
analysed in this book cannot prove or dis- 
prove such cultural explanations. But think 
of them as pint-sized pieces in the great puz- 
zle over what values are universal and 
which are cultural, indelibly printed on our 
characters — presumably right from pre- 
school days. 

For their hunt for pieces of the puzzle, 
this trio of authors with backgrounds 
in anthropology and education selected 
schools somehow typical of Japan, China 
and the US. They observed, they issued 
questionnaires and they videotaped a day in 
the life of each preschool. They gathered 
groups of parents and experts in educa- 
tion, who, watching the three different 
videotapes, became a kind of off-stage 
chorus commenting on the main action in 
the preschools. All this makes for a chaotic, 
cacophonous tone in the book, but it turns a 
dull study into a record of adults’ judg- 
ments of each other and what they do to 
their kids. 

For all the wild differences in approach 
and the accoutrements among the three pre- 
schools, the authors found a remarkable 
common purpose: turning four-year-olds 
into good citizens. Just what that meant, of 
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course, varied greatly, but this purpose en- 


sures that preschools are, by definition, con- 
servative entities. Preschools end up reflect- 


ing the consensus view (or, in the case of 


‘China, the state view) of what the national 
identity entails and what are laudable pat- 
terns of behaviour. These attributes inevita- 


bly come to be described as cultural attri- 


butes. 

This conservative connection is the most 
extreme in China. Through the Dongfeng 
preshool, the authors describe a state- 
choreographed culture where preschools 
are the progeny of the one-child policy. 
Chinese preschools spin on the idea that 
children belong to the state as well as to their 
parents. And they are necessary as an anti- 
dote to the doting parents of the only child. 
The discipline, the regimentation, then, 
spring from this purpose: to counter the in- 






dulgences of parents. Parents and teachers 
had a tendency to elevate this process into 
an integral part of the Chinese tradition — 
an elevation that would no doubt please the 
state. Hence, Hiroki from Kyoto, to Chinese 
adults, was seen as the epitome of the 
spoiled child and they blamed Fukui-sensei 
for tolerating such behaviour. 

Japanese adults were indifferent to this 
criticism. For them, the essence of pre- 
school is learning how to be part of a group 
and that includes enduring bullies. That 
to belong joyfully to a group is to be Japan- 
ese is the message drilled into Japanese 
toddlers. Americans give mixed signals. On 
the one hand, feisty, independent be- 
haviour is hardly condemned. Yet, kids 
need adults and teachers to act as arbiters, 
intervenors. Americans look to preschools 
to turn their children into independent but 
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work of 41 writers and journalists providing 
58 short pieces on places they have visited 


within the boundaries of Hongkong. Some _ 


of these places are well known but many are 
not, and most need a day for the return jour- 


ney. They include villages and islands off- 


the beaten track, deserted beaches and val- 
leys along the MacLehose Trail or in remoter 
country parks. At the end of every chapter 
are details of the public transport serving the 
area and available maps. 

Psychologists tell you the human eyes 
need to rest on greenness regularly, other- 
wise the heart sickens; and reading these 
pages awakens a profound longing to get 
away from central Hongkong’s high-rise 
concrete and bad drainage and bathe the 
soul in the natural stillness of uplands, glis- 


tening narrow waters and rocky islands. All 


that’s needed is physical effort. 

Of the five sections of the book, three 
cover Outlying Islands, Lantau, and the 
New Territories. These give the most plea- 
sure. The other sections (covering Kowloon 
and Hongkong) also include bright observa- 
tion and shrewd insights but by and large 
here we are on more familiar guidebook 
ground and the stories have often been told 
before. 

Part of the charm of the book is in the 
writing. There is no particular straining after 
erudition in these sketches. For detailed his- 
tories of clans and settlements you will have 
. to consult more academic publications. In 
the piece on the Soko Islands we are told, 
for instance, that in the 1960s and 1970s the 
| villagers on Tai A Chau were provided with 
an incinerator, pipelines, public toilets, a 
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ment’s morale-building response to the in- 
cursions of the Red Guards from nearby 
China, who terrified the inhabitants and de- 
secrated the local shrine. 

However, the writer on the Sokos, Julia 
Wilkinson, has a great gift for conveying at- 
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mosphere — the silence of the place (before 
the Vietnam boat people got dumped there), 
the abandoned houses, the incuriosity of 
the two remaining original inhabitants. 
Another Hongkong is not just a charming 
guide to lesser known places. There is more 
to it — a tragic theme revealed only gradu- 


FAR EASTERN ECONOMIC REVIEW 





empathic and socially comfortable people. 


Hiroki’s antics and way they sparked. 
debate over discipline is just one of the 
many issues explored by the authors. Pre- 


schools, in the glimpses provided by this _ 
book, do not question the status quo, they ~ . 
Vhile this is a descriptivebook,it = 
also makes a strong case that adults shape — 


pass it on. 1 


the needs of their children and then fulfil .. 
them, often believing those needs are cultur- 
ally bound. | 
Preschools are a modern phenomenon. 
In China and in the US, they emerged 
because women went to work. In Japan, .- 
preschools became fashionable as a child- © 
hood arcadia before the hell of real school 
begins. 
If nothing else, Preschool in Three Cultures 
is a study of how culture changes. s 
u Margaret Scott — 


ally — the death of rural Hongkong, the ~~ 


abandonment of the countryside, a whole . 

traditional history largely lost in the dark... 
The village of Lai Chi Wo, northeast of. 
Taipo, had 445 people there living less than 
40 years ago. Now you will see three old ~ 
ladies, two middle-aged men, and a little... 


girl. Sometimes those who have left return m 


from their factory jobs, their London restau- - : : 


rants and even from their professional lives 
in the US, to take part in some great danar- = 
niversary; and then a seemingly deserted © 
village is suddenly alive with well-dressed . 
families in large cars, processions and tem- — 


ple ceremonies and general feasting. M 
The Hongkong Government, aware of 


the era of change, has allocated funds and- 4 
expertise to the repair of some ancestral halls 
and Sally Rodwell found the tiny village of — 


Sheung Yiu restored as a folk museum by EE 


the Regional Council. But many placesshow |. 
only a process of sad decay. In totalitarian |. 
countries like North Korea and Rumania, the — . 
villages have been destroyed and the peas- > 
ants herded into great high-rises. Well, ruth- 
less laissez-faire, too, has its ulcers. x 


What did they think of all these changes, = 
the old women in their black-veiled hats, the 
farmers clinging to their vegetable farms, as 
the young men left, the cunning operators 
made fortunes out of land sales, the mush- 
rooming towers of housing estates and 
new towns filled the valleys and marched 
up the slopes? Mostly they keep their own 
counsel. | 

The special value of Another Hongkong 
is that it selects what is still humanly valu- 
able and enjoyable and gives us a chance... 
to see it before it is too late. Already a car 


journey through much of the New Ter- < 
ritories offends the eye with rusting car ~ 
dumps, roaring container lorries, villages 
crammed between new buildings, polu- ` 
tion-spewing factories — all the horrors of < 
unrestrained development. It is good to 


know there still is Another Hongkong. » 
s Anthony Lawrence 





5s tions, neglected even in better 
es à years, 
. Tourism, exports, foreign in- 


.. dustry, domestic terrorism. 
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ECONOMIES 1 


Despite communal violence, there are bright spots in Sri Lanka’s economy 


Down, but not out 


SAna manamana amia damam annman Radel ——————————— PREPARA 
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another reprieve. At an aid donors’ 

meeting in Paris on 17 October, the 

World Bank was surprised to find 

that donors’ pledges for 1990 exceeded the 

bank's request for US$780 million by US$5 
million. | 

What justifies the donors’ optimism 

about a country riven by communal and 


*^. factional violence? Most diagnoses of the 


health of the Sri Lankan economy would 
feature symptoms of terminal illness. Al- 
though optimistic IMF and World Bank as- 
sessments speak of annual GDP growth inch- 
ing up to 2% by the end of 1989, knowledge- 
able Sri Lankan officials privately doubt 
whether the rate will move much above zero 
this year. 
| It is hard to disagree. The infrastructure 
of roads, railways and other communica- 


continues to erode. 


vestment and manufacturing 
output have generally declined 
since 1987. Faltering growth 


try’s only apparent boom in- 


Yet for all the bleak news, 
this year’s World Bank coun- 
try report holds out hope. It 
concentrates on the need to 
repair the self-inflicted dam- 
"age caused by the government 
.- in a pre-election spending 
spree and costly election prom- 
ises. 

The Paris talks concentrated 
on the public-sector deficit, now 
ballooning again as rising civil disorder 
crimps revenue collection and swells de- 
fence spending (from 1% of GDP in 1983 to 
more than 5% today). 

The heaviest pressure on public accounts 
comes not from security spending but from 
financially reckless promises made during 
Ranasinghe Premadasa's successful cam- 
paign for the presidency last December. His 
“new and costly poverty alleviation pro- 
: gramme,” as the bank (which has a resident 
.'— mission in Colombo) puts it, can only weigh 


;, heavily on an already listing budget. 


This welfare programme, an income 
- transfer plan called Jana Saviya (people's 
strength), promises payments to about half 


the island's 3.2 million families based on in- 
come levels. An authoritative estimate puts 
the cost of this programme alone at Rs 84 bil- 
lion (US$2.11 billion) over two years. This 
compares with the Rs 70 billion in total rev- 
enue that the Sri Lankan Treasury expects to 
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collect during the current fiscal year (ending 
December). 

Another welfare promise from Decem- 
ber's campaign is a “mid-day meals” scheme 
to feed students, until about age 16, attend- 
ing schools, which opened again in Sep- 
tember after insurgency-related closures 
over the past two years. Further welfare 
plans have lifted budgeted 1989 government 


Sri Lanka's finance needs 





spending to a staggering 37% of GDP, a hefty 
rise of nearly three percentage points from 
1988. This new burden, plus a fall in revenue 
because of the insurgency, could crank up 
the government's deficit to 14% of GDP, or 
higher thie year. > . f 

Not only is this level of deficit spending 
unsustainable, but it comes on top of an al- 
ready skewed balance of payments, Al- 
though the payments deficit slowly drop- 
ped from 10% in 1984 to just under 8% in 
1987, it has climbed again to nearly 9% in 
1988, and is still rising. 

“The balance of payments continued to 
deteriorate through the first half of 1989, 
when gross official reserves fell to the equi- 
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valent of three weeks of imports, the lowes 
level in this decade,” says the bank. “Were i 
not for heavy, short-term borrowing, the 
level of reserves would have been consider: 
ably lower.” Some well-placed bankers a 
the end of October reckoned that im 
mediately realisable reserves stood at wel 
under half a month’s imports. 

The bank’s latest report leaves open the 
question of whether higher import demand 
during the first half of this year led to a dras- 
tic cut in reserves, or whether the swift 
US$160 million erosion is a symptom of capi- 
tal flight. Most sources fear it is the latter. By 
the end of the year, the net current-account 
deficit could reach 10.3% of GDP. _ 

“By July 1989 it had become evident that 
without a major stabilisation effort, a bal- 
ance-of-payments crisis was imminent,” the 
bank says. Targets set in a 1987-90 program- 
me between the World Bank and the gov- 
ernment rapidly became unrealistic. That is 
not say that some bank-in- 
itiated reform processes have 
not continued, nor that Pre- 
madasa's United National Party 
(UNP) government had aban- 
doned economic liberalisation 
oris bent on ignoring the public 
sector's draining effect on the 
budget. But since mid-1988, po- 
litical calculations have over- 
taken the treasury. 

Itseemsthatthe extent of the 
crisis belatedly got through to 
Premadasa and the very small 
circle of advisers he trusts, not- 
ably the permanent secretary of 
the finance ministry, R. Pas- 
karalingam. They started act- 
ing in July, first allowing the Sri 
Lankan rupee to depreciate. 
The new rate of Rs 40:US$1 by early Sep- 
tember amounted to a 21% slide in just two- 
and-a-half months. 

Second, Premadasa agreed to defer the 
Jana Saviya programme, cleverly transfer- 
ring responsibility, and political risk, for its 
implementation to his competent but dis- 
trusted rival, Agriculture Minister Lalith 
Athulathmudali. (Athulathmudali, a Har- 
vard graduate and former security minister, 
was last December a contender for the UNP’s 
nomination for the presidency.) 

Third, the president also accepted a 20% 
cut in wheat subsidies. He agreed to move 
towards complete market pricing for wheat 
next year and accepted Paskaralingam's ad- 
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ce to eliminate fertiliser subsidies, a big 
ain on the exchequer, by the end of this 


‘Crisis management has been evident in 
er ways. Current expenditure was slash- 
by 10% in August, with another 10% cut 
nounced in September. “On the mone- 
ry front,” the World Bank says, “the [Sri 
anka] central bank . . . decided to reduce its 
^^ancing of the central government deficit 
. and has allowed interest rates to increase 

s» 18-20% during September." 
Although overall stabilisation has now 
*sceived belated attention, the government 
as been doing little to affect a long-term 





it to shrink 


Expenditure 


^CONOMIES 2 





remedy to Sri Lanka’s deeper economic ills. 
“At the heart of the structural adjustment. .. 
[are] reforms focusing on the public sector, 
its efficiency, its size, the claims it put on re- 
sources and its use of such resources." 

The rest of the bank's report concentrates 
on: paring back the civil service; restraining 
public spending; making publicly capital- 
ised enterprises work better; giving free rein 
to private businesses, and rounding out 
trade reforms first taken by a UNP govern- 
ment after 1977. 

Despite the deteriorating security situa- 
tion, the bank sounds an overall optimistic 
note. "While there are obvious risks, all indi- 
cations are that, in addressing the structural 
issues, the government will continue to 
show the firmness demonstrated after July 
in stabilising the economy." 

Sources identified those aid donors 
which are prepared to go along with the op- 
timism: Japan, the World Bank, and the 
Asian Development Bank are the most 
generous. Nonetheless, the Sri Lankans 
heard some straight talk in Paris: it was 
made plain that the country faces ruin if it 
should again experience a heavy run on re- 
serves such as that which occurred in 1988 
and the first half of 1989. 

The donors disappointed the bank in 
only one respect — the composition of pro- 


Many jobs to go in upcoming budget 





ri Lanka's failure to stick to conditions 
set when the IMF last granted the 
a country a three-year stabilisation pac- 
sage has resulted in President Ranasinghe 
“remadasa being tied down to a very tough, 
and very specific programme of promises as 
lihe price of resumed IMF lending. 

A week before the 17 October aid donors' 
ineeting in Paris, the IMF's executive board 
approved a revised policy framework paper 

PFP) which Premadasa had little choice but 
o swallow. The PFP commits his govern- 
ment to cut public sector employment, sell 
state companies, lower tariffs, slash welfare 
spending, and liberalise the trading and in- 
yestment regimes. 

If — and itisa big "if" — Colombo's com- 
mitments hold firm, then a resurgence of 
“oreign investor interest in the country's 
»adly damaged economy is likely. 

This PFP has the distinct look of a phoenix 
still dusty from the ashes of the last plan. 
ín 1987 Premadasa’s predecessor, J. R. 
layewardene, had accepted a three-year 
stabilisation plan in return for a structural 
adjustment facility from the IMF. 

At the time Colombo promised to cut the 
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juts for cash 


government's huge fiscal deficit from 1276 of 
GDP to 9% by 1989, thereby reducing the 
public sector's share of GDP from 33% in 
1986-87 to 29% by 1990. 

Specifically, as a recent IMF board paper 
notes, Jayewardene promised "a reduction 
in the number of civil servants by about 
2595" in the first PFP. The number of govern- 
ment ministries would be almost halved, 
and the central bank would maintain a flexi- 
ble exchange-rate policy. Jayewardene also 
promised to privatise state-owned manufac- 
turing enterprises and to subject public en- 
terprises to commercial discipline. 

But little or none of this has happened. 
As the IMF report notes, "Sri Lanka's open 
trading system has survived last year's tur- 
moil but progress in implementing the 
structural reforms in the first PFP was slow." 
That is a huge bureaucratic understatement: 
one senior central banker told the REVIEW 
that “we broke virtually every covenant after 
July [1988]." 

Rather than declining, government 
spending rose to nearly 3576 of GDP in the 
last fiscal year (ending December). Revenue 
collection fell while expensive new pro- 
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ject versus fast-disbursing aid (it now stands 
at 84:16 but the bank would like at least a 
70:30 spread). Still, the US$785 million com- 
mitted will fill most of what the IMF says are 
Sri Lanka's financing needs next year. 

The qualified optimism all hangs on the 
government's resolve to continue to do 
what needs doing. In this crucial respect, 
there are two fundamental factors at work: 
internal security and the cohesion and con- 
sistency of decision-making at the top. 
While both are now showing some faintly 
encouraging signs, slippage in either situa- 
tion could wreak havoc on the hopes, back- 
ed by money, expressed in Paris. E 


grammes were promised to the electorate in 
December 1988. The rupee remained over- 
valued until last June. Preparations for 
privatisation slowed to a crawl. 

Rising civil unrest must take most of the 
blame, since this made tax collection dif- 
ficult. "The loss in tax revenues was consid- 
erable and was an important reason for the 
deterioration of the fiscal situation in 1988.” 
Of US$100 million set aside for emergency 
relief in the Tamil-dominated Northeastern 
province, only US$20 million could be spent 
because of the fighting there. 

Elsewhere, the IMF acknowledged that 
the “security situation slowed the imple- 
mentation of most public investment pro- 
jects.” The security situation also had an im- 
pact on privatisation: a public issue of shares 
in United Motors, one of Sri Lanka’s largest 
state-owned enterprises, flopped, in part be- 
cause it coincided with a politically insti- 
gated transport strike. 

But failed political nerve is the biggest 
culprit. As the December 1988 presidential 
elections approached, a “freeze on [civil ser- 
vice] vacancies in effect since 1985 was re- 
versed . . . [and] transfer payments to 
households also rose,” the IMF says. To at- 
tract votes the ruling United National Party 
increased the number of families covered by 
a food stamp programme to 1.9 million. 

As a result of this dismal performance, 
the second tranche of the IMF's standby facil- 
ity, equivalent to US$85 million, was held 
up for six months. For the funds to be re- 
leased, Premadasa's government had to 
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make new concessions and much more spe- 
cific promises before the Paris donors’ meet- 
ing. 

In fiscal terms, the new PFP commits Col- 
ombo to cutting the fiscal deficit from 15% of 
GDP in 1988 to 12.5% in 1989, to 10% in 
1990,to 9% in 1991 and to 8% in 1992. Apart 
from resurrecting the old promise to cut 
spending, Premadasa has agreed to broad- 
en "the public enterprise reform process" 
from a few state-owned manufacturing 
plants to “a much wider range of public en- 
terprises in all sectors of the economy." 

Specifically his government says it will: 
> Privatise three government companies 
— United Motors, Ceylon Oxygen and State 
Distilleries — by the end of 1989. 
> Execute an "action plan" by the end of 
the year to close, privatise or restructure 20 
public manufacturing enterprises. 
> Convert 16 state-owned factories into 
"publiccompanies," which would permitthe 
enterprises to operate on a commercial basis. 
P Introduce in the 1990 budget late this 
month a family-based income tax and a 
value-added tax to replace the present busi- 
ness turnover tax. 
> Maintain a flexible exchange rate until 
1992. 

The toughest part comes in specific 
promises to chop back the number of civil 
servants. The IMF describes this as a strategy 
against "the twin problems of overstaffing 
and distorted pay scales through . . . reduc- 
ing the number of ministries by one-half and 
the number of civil servants by at least 20%.” 

To keep faith with the fund on these 
aims, Premadasa has promised to: 

»> Close five departments (supplies, hous- 
ing, marketing, land development and com- 
modity purchase) by the end of the year. 
More than 5,300 staff work in these depart- 
ments. 

> Include in the 1990 budget “a detailed list 
of central government departments to be 
closed . . . as a result of this exercise, 80- 
90,000 civil servants are expected to be 
found redundant." 

P Prepare plans "to encourage [civil ser- 
vice] retrenchment over a three-to-four-year 
period," and to change a scheme which al- 
lows civil servants to retire at 55 and receive 
a pension equivalent to 85% of their last 
year's salary. 

> Freeze public-sector wages. 

P Freeze "all hiring in the public sector, ex- 
cept technical personnel." 

> Setup a "monitoring mechanism" . . . to 
enable the treasury to be informed at any 
time of the existing staff strength of each de- 
partment, ministry and non-central govern- 
ment institution." 

The IMF has not exacted a commitment to 
kill outright Premadasa's election-winning 
Jana Saviya welfare programme, but the 
huge additional burden it places on a gov- 
ernment budget is so obvious that the PFP 
hardly belabours the point. 

As originally conceived, the welfare pro- 


gramme comprised a monthly payment of 
Rs 2,500 for two years to 1.9 million families. 
Of this, Rs 1,500 was to consist of coupons 
for basic foodstuffs and another Rs 1,000 
would be deposited in a savings account to 
be released after two years to capitalise a 
small business. 

Although a World Bank team is already 
working with the government to redefine 
the plan so fundamentally as to make it un- 
recognisable, the government will not be 
forced to abandon all its welfare promises: 
the 1990 budget will lift health and educa- 
tion spending to 5% of GDP. (Sri Lanka's life 
expectancy of 69 years and 90% literacy is 
comparable to rates in developed countries.) 

The PFP steps up the pressure for trade 
liberalisation. Premadasa has promised to 


set maximum nominal tariffs at 50% f 
manufactured products in the 1990 budg: 
due in late November. 

The budget will also "lift all restrictio: 
on foreign equity participation except 
specifically reserved areas." Premadasa h 
also promised the IMF that he will abolish 
100% tax levied on transfers of Sri Lank: 
company shares to foreigners. The ir 
mediate implications for foreign busine 
and foreign investment tend to focus on tl 
tariff and investment liberalisation decisio: 
soon to be announced. Joint venture pc 
sibilities revolve around the commercialis 
tion of some state enterprises such 
ceramics, leather, mineral sands, minir 
and mineral development corporations. 

m James Cle 





Colombo port: pressure for trade liberalisation. i 
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Despite the turmoil, 
the economy survives 


Not all is 
gloom 


n Colombo these days, so the sad joke 
| goes, only Messrs “Gee and Dee” 

(gloom and doom) check into the nearly 
empty five-star hotels grouped in the city’s 
centre like beached white whales. 

True enough, visiting businessmen and 
journalists endlessly dissect the commercial 
damage and paralysis resulting from the 
government's ferocious war with Sinhalese 
dissidents and chronic insecurity in the 
Tamil Northeastern province. The continu- 
ing instability seems to point to an inevitable 
conclusion: Sri Lanka’s economy is falling 
apart. 

As the World Bank reported to the 17 Oc- 
tober aid donors’ meeting in Paris, “civil dis- 
orders have kept growth, tourism, exports 
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and foreign investment well below their px 
tential." But hopeful signs exist, both i 
macro-economic management and in expo 
and investment prospects. Still, it is impo 
tant to distinguish between the undoubte 
survival of a still-functioning economy, an 
unrealistic hopes for a dramatic turr 
around. 

At the marcoeconomic level too muc 
depends on the will and resolve of a few ke 
men, crucially upon the resolve of Presider 
Ranasinghe Premadasa and his closest ac 
visers. These comprise finance ministr 
head R. Paskaralingam and (though somi 
what less influential) Lloyd Fernando, se: 
retary of the policy planning and implemer 
tation ministry which Premadasa also head: 

The trouble is, Premadasa's decisions d 
not always add up to a coherent fiscal mes 
sage. He has a spender's reputation datin; 
from his days as housing minister. He ha 
already back-tracked on allowing fuel sut 
sidy cuts to lead to higher bus fares: hi 
highways minister was sternly warning bu 
operators not to raise fares after the prices c 
fuel rose. Apart from the uncertain securit 
situation therefore, the biggest problem ii 
keeping Sri Lanka's reform programme oi 
the rails is simply the narrowness of thi 
presidential inner circle. 
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"Premadasa's cabinet suffers no shortage 


talent: Agriculture Minister Lalith 
ulathmudali and Plantation Industries 
inister Gamini Dissanayake are well 
rsed economically. But they are also 
emadasa's political rivals and have no 
mputi in basic policymaking. 

As examples, the 21% rupee devaluation 
iMlowed between July and September occur- 
od without the active involvement of cen- 

al bank governor Neville Karunatilleke. 
lihe president's commission for privatisation 
ad no warning of the specific privatisation 
iMromises given to the IMF in September, Fi- 
„sance Minister D. B. Wijetunge, the coun- 


try's prime minister, was also kept out of the 


picture. 

In some ways the level of violence which 
is leaving 300-400 bodies a week in ditches 
around the country has little effect on the 
immediate chances for partial recovery. 
Even in the most difficult areas, project aid is 
being disbursed (the Japanese alone say 
they disbursed US$200 million last year). 
Foreign tourists visit without risk. Within a 
week of the ending of an insurgent-ordered 
closure of tea estates earlier this year, Col- 
ombo's tea auctions were fully functioning 
again. 

Despite incessant reports of mounting 
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S semiconductor makers want the 
chance to design chips for Japanese 
"A high definition television (HDTV) sets; 
lapanese makers of HDTVs want to avoid the 
of being shut out of the US market. That 
s set the scene for an important industry 
malogue that began in Tokyo in early Nov- 
. Representatives of the Electronic Indus- 
"y Association of Japan and the US 
semiconductor Industry Association (SIA) 
eld talks which were aimed at ensuring 
“nat each side gets what it wants. 
The proposal to hold talks came from 
'apan's Ministry of International Trade and 
















industry (Miti) in June. It was made with the. 


vacking of the Japanese Foreign Ministry, 
which, like Miti, is concerned by the rising 
»rotectionist sentiment in the US arising 
kom the possibility of Japanese firms 
NRominating the potentially huge market for 
he new sets. 

Preliminary reports on the talks indicate 
hat Miti is attempting to defuse the issue by 
suggesting that Japanese and US makers 
hould work together to develop chips for 
3DTV. For their part, the US semiconductor 
inakers are keen to get into HDTV on the 
ground floor. 

“HDTV is a good natural break for new 
suppliers to get involved in the market," 
said Wilfred Corrigan, the SiA’s new chair- 
man, who was in Tokyo for the talks. “But 
starting early is very important,” he added. 

Corrigan sees collaboration over HDTV as 
a natural extension of the sia’s efforts to 
achieve greater penetration of the Japanese 
semiconductor market. His impression is 
that over the past year, in addition to some 
amprovement in penetration (US firms now 
nave around 11.5% of the Japanese market), 
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" panese and US industrialts ts discuss collaboration 


the market | 


the Japanese have realised that there has to 
be more sharing of technology with US 
firms. 

Corrigan believes that the issue of trade 
friction is one which Japan must confront. 
“HDTV is a very visible thing,” he says, 
"everybody understands about TV." The 
threat of restricted entry to the US market 
should, however, bring results. "Miti is very 
sophisticated," he says, "[the bureaucrats 
know] they can't let this friction get out of 
control." Collaboration is thus the obvious 
solution, and one which Corrigan expects 
will become a trend for the industry's future. 

A major barrier to achieving greater mar- 
ket share has been the Japanese perception 
that the US does not make the kind of chips 
that the country's largely consumer elec- 
tronics-oriented companies require. Corri- 
gan concedes that the US has allowed the 
muscles which supported consumer elec- 
tronics to atrophy. Now, he says, these 
muscles have to be massaged back to life. 

The reason resuscitation is feasible is be- 
cause, as consumer electronics become in- 
creasingly based on digital electronics, the 
technology that US firms use to service the 
computer industry becomes ever more 
applicable to consumer electronics. "We are 
capable of addressing 30-40% of HDTV cir- 
cuitry,” Corrigan says, adding that the US 
semiconductor industry ' ‘expects to make a 
serious contribution” to the development of 
TV sets. 

The SIA chairman’s words gained cre- 
dence from the context in which they were 
spoken — at an exhibition to celebrate the 
fifth anniversary of Japanese branch of 
LSI Logic, the company of which Corrigan 
is the chief executive officer. LSI Logic is 
a leading maker of custom chips called gate 
arrays, which are attractive to consumer 
electronics makers because they enable a 
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mayhem, s some yore irivestiment t prote Lr 
are going ahead. An Australian company, — 
Nunan Sapphire International, the world's. 
largest producer of rough sapphires, is shift- — 
ing its gem-cutting operations from Thai- 


land to Sri Lanka, creating more than 1,000 
_ jobs in the process. A subsidiary of Austra- 


lian-based Pacific Dunlop which makes latex 
products is completing a US$31 million 
plant in Colombo. Sri Lankan-made tex- 
tiles are continuing to sell well abroad. In- 
ward remittances from Sri Lankans overseas 
continue to figure prominently in the capital 
accounts. Itis not all gee and dee. 

8 James Clad 


shorter design cycle and a smaller size. 
Among several examples of consumer 
applications, pride of place at the company's 


exhibition went to a chip used to cancel - aN 


“ghosts” — unwanted images on the televi- 


sion screen typically caused by broadcast =: : 
signals bouncing off buildings. The chip is — 


an adaption of a digital filter that LSI Logic 
sells in the US. A company spokesman said 
that it has been adopted by five Japanese 
television producers — including JVC — in 
their latest models, whose chief selling point 
is ghost cancellation. 


Other US chipmakers are also showing de 


signs that they are serious about regaining a 
chunk of the television components busi- 
ness. Notable among them is Texas Instru- 


ments (TI). In September TI agreed to paya Us 


fee to NHK — the Japanese national broad- 
casting company, which is leading the drive 
towards the commercialisation of HDTV — in 
exchange for information needed to design 
chips for use in the advanced Tv sets. | 


T1 is by far the world’s largest producer of - 2 


digital signal processor chips, which are cru- 
cial for the functions of the new generation 
of digital televisions. These use digital signal 
processing to enhance a television's picture 
quality and to perform "trick plays" such as 


stop motion and picture-in-picture. Cur- 


rently no Japanese consumer electronics 
company produces these chips in significant 
quantities. 

The second-largest US chipmaker, Mo- 
torola, is also reported to be preparing 
for a big re-entry into the television chip 
market. It is said to have developed à family 
of highly integrated video decoder chips. 
Decoding the vast quantities of video infor- 
mation from the compressed form in which 
it is broadcast is one of the key functions of a 
HDTV set. 

Second-tier US chipmakers like National 
Semiconductor are working on fast analog- 
to-digital and digital-to-analog convertors, 
high-voltage power circuits and “intelli- 
gent" power devices for HDTV. bes 

When these chips and others like them... 
are announced, it will be increasingly dif- 
ficult for the Japanese to continue to claim 
that the US does not make anything ie 
they want to buy. 
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POLICIES 1 


~ The EC agrees i dien on rules of origin 





to clarify the controversial rules of ori- 

gin it uses to define the nationality of 
foreign products and components in a bid 
to fend off increasingly vociferous US and 
Asian attacks on its pre-1992 trade and in- 
vestment policies. 

In a turnaround from its previous stance, 
discussions on establishing internationally 
recognised rules on the origin of goods and 
setting disputes have also been promised. 

Irritated by recent criticism of EC trade 
actions by Washington, Tokyo and Hong- 
kong, European Commission officials insist 
that the EC's origin rules are neither tougher 
nor more complicated than those in other 
industrialised countries. Like the US, for 
example, the EC uses its origin rules to oper- 
ate its annual preferential trade offer and 
apply quantitative import restrictions. 

Most importantly, the origin rules are 
used to enforce the EC's much criticised 
anti-dumping actions against Japan, South 
Korea and Hongkong. They also play a cru- 
cial role in determining the origin of compo- 
nents and parts, which may be subject to 
anti-dumping duties under the EC's moves 
to curtail "screwdriver" assembly operations 
in Europe by Asian manufacturers. 

But with the 1992 creation of a unified 
market looming, EC rules of origin have 
added significance. Working in tandem 
with yet-to-be announced new rules on local 
content, the origin regulations will be crucial 
in identifying those "European" products 
which will be allowed to circulate freely 
within the post-1992 community as opposed 
to foreign goods which may still be subject 
to tariffs, anti-dumping duties and EC-wide 
quotas. 

Attempting to clarify doubts about its 
free-trade intentions, the commission says it 
is now ready to make its domestic origin 
rules "more transparent." A review is also 
necessary because of the "growing interna- 
tional division of labour, the increasing com- 
plexity of manufacturing processes and the 
appearance of new produ 

These developments make it more dif- 
ficult to apply the nationality criterion con- 
tained in the 1965 Kyoto Convention and in 
the EC's own 21-year-old common-origin 
definition. Both define a product's origin as 
where the "last substantial process or opera- 
tion that is economically justified was per- 
formed." 

But the EC confesses that "frequent in- 
terpretations" of this definition by its spe- 


T he EC has annouricedd new measures 





cially set up origins committee — - including 
national customs experts and commission 
officials — are now n . To the con- 
sternation of its trade partners; the EC iden- 
tifies three ways in which "neutral" clarifi- 
cations of the Kyoto Convention can be 


made. uu 


Instead of looking at the country where 
the "last substantial process" took place, 
Brussels will resort to a technical test on a 


case-by-case basis to see just where a pro- 
duct has undergone a "significant qualita- 


tive change in its characteristics." This 
echoes an earlier EC decision to grant the 
made-in-Europe label to only those man- 
ufacturers of integrated circuits which carry 
out the expensive and compex process of 
diffusion or wafer fabrication in the EC. 

Secondly, when origin rules are applied 
to products made in assembly operations, 
the EC says the importance of the operation 
which confers origin has to be judged in the 
“context of the totality of operations neces- 
sary for the manufacture of the complete 
machine.” 

The rule was applied earlier this year to 
hit out at Japanese firm Ricoh’s exports of its 
California-made photocopiers to European 
markets. Under the EC’s definition, the 
Ricoh machines did not qualify as American 
because the factory did not carry out the 
assembly of the machines “main working 
parts.” 


| When rini ds on the SRM of more 


complex products, such as TV sets and tay 
recorders, the EC says the country whe 
the value-added operation took place w 
determine nationality. Under EC rules, if à 
sembly products are to escape anti-dumpir 
penalties, at least 4076 of all spare parts use 
for their manufacture must originate outsit 
the country which is accused of dumpiz 
the original product. 

This definition is reportedly being use 
to determine the origin of small TV sets e 
ported by Hongkong, some of which EC c 
ficials suspect at least may be of South K 
rean origin. If so, they may have to face tł 
same anti-dumping fines (ranging from 1 
20%) as that imposed on South Korean tel 
vision exports. 

Independent trade experts say that ti 
origin rules are being "hijacked" by the cor 
mission for trade-policy reasons. "They a 
being increasingly influenced by the gravit 
tional pull of industry and trade policy 
says a Brussels-based lawyer who often d: 
fends Asian states agant EC anti-dumpir 
actions. 

There i is also. concem about the workir 
methods of the EC's origin committee. Cj 
tics say the process by which decision c 
rules of origin is made lacks the democrat 
controls applied to other aspects of trade p: 
licy. EC officials deny such charges. “Tt 
community will continue to apply its rules: 
origin in a manner which. affects neith 
trade nor investments,” the European cor 
missioner for fiscal affairs, Christiar 
Scrivener, said. “They will remain neutr 
and technical.” 

The commission, fighting a rearguard a 
tion against some of the EC’s more prote 
tionist member states, insists that countri 
that are unhappy with its interpretation 
origin can turn to the European Court of Ju 
tice for help. 
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US eases criticism of Asian copyright violations 


A — nue 


——————— '———————  —— ————— M———————————— ae 


"atisfied that South Korea, Taiwan and 
| Saudi Arabia had met US demands to 
improve protection and enforcement 
of intellectual property rights, US Trade 
Representative (USTR) Carla Hills has taken 
them off the "priority watch list" under 
the "Special 301" provision of the 1988 trade 
act. 

The three were shifted to the less serious 
“watch list" after a review which recognised 
that they have recently started. cracking 
down on piracy of US videos, audio tapes, 
pharmaceuticals, computer software and 
other products. 
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Unlike the "Super 301" provision of tl 
trade act, under which Japan, India an 
Brazil were designated unfair traders, n 
country was designated a "priority foreig 
country" or violator of intellectual proper! 
rights requiring the USTR to investigate, an 
after negotiations, should they fail to ha 
their violations, retaliate against them. Br 
Hills in May announced two extra-statutor 
warning lists: the “priority watch list" « 
eight countries, including China, India, an 
Thailand as well as South Korea an 
Taiwan, and the “watch list" of 17 countrie 
including Indonesia, Japan, Malaysia, Paki 
tan and the Philippines. | 

There has been much international n 
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ssentment against the Special 301 provision. 
Like Super 301, it is unilateral and is incon- 

asistent with the multilateralism of Gatt and 
the World Intellectual Property Organisa- 
tion, critics complain. 

Some US officials also thought that South 
Korea and Taiwan were made victims of US 
industry pressure and negative public per- 
ceptions about them despite the considera- 
ble efforts they had already made by May 
this year to provide greater protection and 
enforcement. 

In announcing the results of the first Spe- 
cal 301 review on 1 November, Hills ex- 
pressed satisfaction at the "growing realisa- 
tion around the world that denial of 
adequate and effective protection of intellec- 
tual property rights is harmful to the na- 
tional economic interests of all trading na- 
tions." 

She said Taiwan had demonstrated a 
strong commitment to improving the envi- 
ronment for intellectual property protection 
and had made substantial progress in en- 
forcement, including a senior-level public 
policy statement stressing the importance of 
protection, establishment of task forces of 
police and prosecutors, and the imposition 
of sanctions. 


n addition, Taiwan has signed a bilateral 

copyright agreement with the US, 

amended its trademark law and submit- 
ted legislation which would protect films 
from unauthorised public performance, 
Hills said. Similar efforts by South Korea 
were also recognised by Hills. 

Hills, however, issued a warning against 
Malaysia for its "continued slow progress." 
Souces say the main complaints are over 
audio and video piracy and Kuala Lumpur's 
reluctance to sign an agreement on intellec- 
tual property rights. Hills stressed she 
would continue to press for improvement 
from all 25 countries on the two lists. The 
next review is scheduled to take place before 
30 April 1990. 

The US is now trying to protect intellec- 
tual property at home as well as overseas. 
Whereas Special 301 tends to help US ex- 
ports by reducing loss of export opportun- 
ity, Section 337 of the Tariff Act is a proce- 
dure through which intellectual property 
can be defended against infringement 
through imports. Unlike Special 301, which 
is a government-to-government affair, Sec- 
tion 337 is a party-to-party litigation process 
that is handled by the International Trade 
Commission, an independent executive 
branch agency. 

Section 337 was stiffened in the 1988 
trade act; complainants against alleged un- 
fair imports no longer need to prove injury 
and more US parties are eligible to take ac- 
tion. Even before the 1988 amendment, Sec- 
tion 337 cases were increasing rapidly, with 
a growing number of complaints against Ja- 
panese or Asian new industrialised coun- 
tries' interests. fe 
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ENERGY 


PNG's oil exploration effort starts to pay off 


A licence to drill 


By Mary-Louise O'Callaghan in 
Port Moresby 


il and gas exploration is looking like 
() the one bright spot in what has been 

a difficult year for the development 
of Papua New Guinea's (PNG) natural re- 
sources. Australian-based CRA's giant cop- 
per mine on Bougainville is on the verge of 
being mothballed, six months after seces- 
sionist rebels shut down the company's 
operations there. Meanwhile, the Ok-Tedi 
copper mine looks like running into similar 
difficulties over the dumping of wastes into 
the Fly River. 

In contrast, the development of PNG's 
first commercial hydrocarbon project is close 
to being given the go-ahead, and explora- 
tion of the lagifu-Hedina oilfields in the 
Southern Highlands are proceeding apace 
in an effort to declare them commercial by 
28 November. 

The exploration effort is being carried out 
by a Chevron-led consortium in which 





Keeping guard on supply routes. 


Chevron and British Petroleum (BP) hold 
25% stakes. Ampol Exploration, which took 
over the PNG interests of its parent, Pioneer 
International, for A$290 million (US$225.7 
million) last year, holds the next largest 
share of 21.23%. 

Oil Search of Australia holds just over 
10%. It has been looking for oil in PNG for 
60 years and is eager to see the project go 
to the production stage. Oil Search and BP 
are also involved in efforts to develop the 
Hides gasfield and establish a US$40 million 
commercial gas production plant near Tari 
in the Southern Highlands. A development- 
licence application was lodged with the gov- 
ernment in October. 

Once onstream, Hides is expected to 
provide about 10 million ft? a day, enough to 
generate electricity for the giant Porgera 
goldmine which is being developed 70 km 
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away in neighbouring Enga province. 

The lagifu-Hedina consortium partners 
also appear optimistic about their project 
reaching the development stage, though 
Chevron Nuigini's land and government re- 
lations manager, Brad LeDu, says there has 
not yet been a final decision on whether to 
go ahead with a development application 
for the fields. 

"But at the rate that we are spending 
money, it's not hard to conclude that we are 
optimistic. We've got three rigs going flat 
out . . . it's no secret that we think that 
we are close," he said. 

Appraisal is being done on the lagifu 9 
well and initial drilling is about to be under 
way at Hedina 8. Appraisal work is also 
being done on the adjacent Agogo field 
which is about 8 km away from the lagifu- 
Hedina fields. 

Combining the two fields, if feasible, 
might ease concern about the small produc- 
tion base that lagifu-Hedina, with about 100 
million barrels of recoverable oil, offers at the 
moment. 

Under the agreement renegotiated in 
1987 the joint-venture partners agreed to 
proceed to a production application by 28 
November this year if the structure had 
proved commercial by them. But there is no- 
thing to stop the consortium from continu- 
ing with exploration after that date. Their 
licences are valid until August 1993. 

The government has certainly backed the 
consortium against demands by the provin- 
cial government in the Southern Highlands 
that the project should include an oil refin- 
ery to process the oil on site. 

Southern Highlands Premier Yaungtin 
Koromba is claiming that his government 
will not allow exploitation of the fields un- 
less the consortium builds a refinery. 

This is considered unrealistic by both the 
companies and the PNG Government's De- 
partment of Minerals and Energy. PNG's 
total demand is probably 15,000 barrels per 
day (bpd), while expected production at 
lagifu-Hedina is 90,000 bpd. 

However, the companies have conceded 
that a small refinery could be built, initially 
to serve fuel demands in the construction 
phase, and then be converted to produce a 
small amount of fuel for sale within the pro- 
vince. 

If the 28 November goal is met and the 
US$820 million development plans go ahead 
on schedule, the first oil is expected to flow 
in 1992. This would be transported via a 280- 
km pipeline to an offshore loading facility in 
the Gulf of Papua. E 
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Will Cocom pull the plug? 


Hongkong already fearful over its 
political and economic future is 
waking up to a new danger — the 
territory may be denied access to all 
sorts of advanced technology before China 
takes charge in 1997. This grim possibility re- 
volves around whether the Hongkong Spe- 
cial Administrative Region (SAR) will be hit 
by the restrictions on strategic technology 
shipments applied to China and other com- 
munist states by the Coordinating Commit- 
tee on Multilateral Export Controls (Cocom). 

Ever since the early days of the Cold 
War, the Paris-based committee — now 
comprising 16 Nato members plus Japan 
and Australia — has banned the export to 
the communist world of advanced technol- 
ogy with actual or potential military applica- 
tions. A much broader range of goods must 
be specially licensed, some on a case-by-case 
basis, some under blanket clearances, be- 
fore companies in Cocom states may ship 
to communist countries. Non-communist 
states — including Hongkong — must cer- 
tify that the recipient of a given piece of 
equipment is a bona fide end user and not 
an individual or company listed as dubious 
by Cocom's Paris-based secretariat. 

Hongkong's peculiar situation vis-à-vis 
China has always worried some Cocom 
members — particularly the US, which has 
consistently taken a harder line on technol- 
ogy transfers to the communist world than 
Western Europe or Japan. The obvious 
danger in Hongkong has been that equip- 
ment might be illegally diverted across the 
border into China. Thus the territory's Trade 
Department, charged with issuing import 
and export licences for restricted goods, has 
had to work hard to gain Cocom’s trust. 

And in fact, their record seems quite 
good. Few cases of illegal diversions have 
come to light in the four decades of Cocom 
rules. The only case to reach the courts in 
Hongkong in the 1980s came last year, 
when Swire Shipping Agencies was fined 
HK$2,000 (US$256) for illegally shipping 
HK$3.7 million worth of electronic goods 
classified as strategic commodities to a fac- 
tory in Shenzhen. While company execu- 
tives could have been imprisoned for violat- 
ing Cocom regulations, the light sentence in 
this case reflected the fact that the equip- 
ment in question — floppy disk drive as- 
semblies and testing equipment — was to be 
used to manufacture computer games. 

This seemingly clean record is mostly 
due to the integrity — in the main — of the 
Hongkong bureaucracy. Will this integrity 
survive after 1997? Assuming that Hong- 
kong remains a viable economic entity after 


the handover, could Peking resist the temp- 
tation to bend the rules to their own advan- 
tage? And would Hongkong SAR officials — 
beholden to Peking for their future — be 
able to withstand pressure to issue export li- 
cences for Cocom-restricted goods? 

Already there is evidence of growing 
concern among Cocom members about 
Hongkong’s relationship with China and its 
implications for the future integrity of the 
controlling regime. The Hongkong Informa- 
tion Technology Federation reports that 
since the beginning of the year delays in 
granting Cocom licences on standard com- 
puter equipment have lengthened. If China 
continues its crude post-4 June policies of 
intimidation it will only strengthen the inter- 
national perception that Hongkong must ul- 
timately bend to Peking’s will. 

How the Cocom issue is resolved is of 
more than academic interest. Hongkong is 
already falling behind its rival Asian newly 
industrialised countries in the race to build 
hi-tech, capital-intensive industries. And 
what of Hongkong’s existing position as an 
international financial centre? Banks' auto- 
mated currency trading systems, even inter- 
nal telecommunications networks, could all 
be frozen in time come 1997 if Cocom rules 
were strictly applied to Hongkong. And 
how will Cocom view retail outlets' bar-code- 
based point-of-sale and inventory control 
systems? Or Cathay Pacific's computerised 
reservations system? 

Anyone who thinks that such "purely 
civilian" technologies will be of no interest to 
Cocom should remember that under cur- 
rent Cocom rules licences are required for all 
computers more sophisticated than the IBM 
PC AT. 

So far the Hongkong Government's pos- 
ition has been to whisper reassuring words 
about continuing diplomatic contacts 
which, it is hoped, will enable Hongkong to 
be exempted from Cocom restrictions after 
1997. And right now the committee's atten- 
tion is diverted by the more pressing prob- 
lem of Eastern Europe. 

There may be precious little good will to- 
wards Peking when Cocom returns to the 
China issue. The bloody events of 4 June 
and their aftermath have squandered much 
of the goodwill generated over the previous 
decade. And this is not to mention sanctions 
on the transfer of military equipment by the 
US and other countries slapped on after 4 
June. Even purely commercial considera- 
tions are unfavourable now. The regime's 
austerity drive means that commercial pros- 
pects — especially for big-ticket technology 
purchases — are bleaker than they have 
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been for years. So European governments 
have less incentive to plead China's case in 
Cocom counsels. 

Some information industry people in 
Hongkong hope the territory could be 
granted membership in the OECD, the indus- 
trialised nations' club, admission to which 
might bring membership in Cocom itself. 
But this seems a slender reed to lean on, as 
there is little evidence that the OECD is pre- 
pared to accept Hongkong. 

Rather, the Hongkong Government is 
thought to be hoping for a formal agreement 
with Cocom which would guarantee Hong- 
kong the continued right to import control- 
led technology. Even if the Western powers 
would agree — and this is a big "if" — 
achieving such a happy result will require 
Peking's implicit or explicit assent. It would 
also require Peking's commitment to let 





Careful watch on Hongkong trade. 


Hongkong keep enforcing Cocom restric- 
tions on imports from its own SAR. 

Optimists point to the agreement already 
secured that Hongkong will continue as a 
separate signatory to Gatt. But Gatt is differ- 
ent. As a purely trade-oriented agreement, 
Hongkong's separate membership will 
clearly benefit China, as it will allow Hong- 
kong to maintain existing textile quota rights 
and other trading privileges. 

Cocom, on the other hand, is a specifi- 
cally anti-communist organisation which 
aims to prevent militarily sensitive technol- 
ogy from falling into communist hands. Not 
the sort of organisation likely to endear itself 
to a newly hardline Peking. Will prag- 
matism extend so far as to make them swal- 
low their pride by allowing foreigners to im- 
pose controls over the nature and extent of 
contacts between China and its own SAR? 

u Carl Goldstein 
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The sign for p 
's technology 





The alphabet of technical innova- 
tion is short and to the point: AEG 
- the international advanced tech- 
nology group offering high techno- 
logical performance with market- 
relevant products in the fields of 
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Products - Electrical Systems and 


Industrial Automation - Consumer. 
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Office and Communication Tech- - 
nology - Transportation Systems. - 


Approximately 90,000 people in 
111 countries work towards these 
objectives. Today in Germany 
alone, 7000 AEG employees are 
engaged in research and develop- 
ment in the key areas of High-Tech. 





Abroad, the business interests 


of AEG are pursued by 58 compa- 
nies in which we have majority 
interests, with 11 production plants, 
and by numerous minority interest 
holdings and agencies. Besides 
canvassing activities and handling 
exports from the Federal Republic 
of Germany, these companies also 
make considerable contributions of 
their own in engineering and supply 


of complete systems and compo- 


nents, e.g.for international projects. 
These activities, which vary from 
country to country, may also com- 
prise the planning of industrial 
plants. 

A wide spectrum of products, 
units, systems and services on a 
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high technical level give the group 
an annual turnover in excess of 
DM 13.4 billion. 

The reward for exceptional 
achievements and ideas. 
AEG Pte. Ltd. - 18 New Industrial 
Road 04-00 - Ventek industrial 


| Building - Singapore 1953 - Tel.: 


(65) 286-54 54 

Headquarters: AEG Aktiengesell- 
schaft Theodor-Stern- Kai 1 
D-6000 Frankfurt 70 - West Ger- 
many 
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The viewpoint of 

Dr. Ing. Wolf Aengeneyndt, 
President of the Duisburg Chamber 
of Industry and Commerce. 


In Duisburg, everybody knows 
how much he depends on busi- 
ness. Companies of all sizes and in 
all industries understand each 
other. What’s the reason for this? 

The reason is that Duisburg is 
an ideal location not only for manu- 
facturing, not only for services, 
not only for logistics — but for all 
three sectors. 

The reason is that Duisburg 
is not some remote high-tech park 
placed on a green lawn but a 
centre of industry and commerce 
with excellent traffic and transport 
connections - a centre that has 
grown over generations. 

The reason is that Duisburg 
is a kind of trial area for big indus- 
tries. The results of research 
and development can also be tested 
and demonstrated right here. 

And last but not least the reason 
is that men like Dr. Aengeneyndt 
see to it that new companies and 
investors are incorporated into 
Duisburg's business life in the spir- 
it of friendship. 

For more information on the 
location of your future, please 
contact Gesellschaft für Wirtschafts- 
förderung, Königstraße 63-65, 
D-4100 Duisburg, 
phone (203) 2832992. 





DUISBURG ON THE RHINE. 
IN THE HEART OF EUROPE. 


This is the key to This is the key to 
Europe's most eminent Europe's finest 
political institution. banking services. 


A typical Swiss bank is only a typical 
Swiss bank if it doesn't remain Swiss. In 


other words, a typical Swiss bank must 


To use a figure of speech, 


A | also be an international bank. Like 
is key turned an idea 


i lity. In May 1949, : ! i i 
e HN Eis Swiss Bank Corporation, which opened 
acting on a proposal by 


Sir Winston Churchill, its first foreign branch in London more 
. the delegates from 
| 10 countries convened to than 90 years ago. Today, we have 
form the Council of 
Europe. Finally, in 1977, more branches in Europe than any 
the Palais de l'Europe in 
6iiadbou Boe hide other Swiss bank. For our international 


to the Council when this 


RSEN customers, this means familiarity with 


The oldest and largest 


CERES, European markets - and a smooth 
political institution in the 





Old Werks hes puis transition to the single market of the 
the way for a unified 
European legislation. future. After all, Switzerland is in the 


heart of Europe. And we consider our- 


selves very much a European Swiss bank. 


Swiss Bank Corporation 
Schweizerischer Bankverein 
Société de Banque Suisse 


The key Swiss bank 





GGK 


General Management in CH-4002 Basel, Aeschenplatz 6, and in CH-8022 Zurich, Paradeplatz 6. Worldwide network: Amsterdam, Atlanta, Bahrain, Bogotá, Bombay 
(Adviser), Buenos Aires, Cairo, Calabar (Adviser), Calgary, Caracas, Chicago, Dallas, Dublin, Edinburgh, Frankfurt, Grand Cayman, Guayaquil (Adviser), Hong Kong, 
Houston, Lima, London, Los Angeles, Luxembourg, Madrid, Manchester, Melbourne, Mexico, Miami, Monte Carlo, Montevideo, Montreal, Munich, Nassau, 
New York, Osaka, Panama, Paris, Rio de Janeiro, San Francisco, São Paulo, Seoul, Singapore, St. Helier/ Jersey, Stuttgart, Sydney, Tehran, Tokyo, Toronto, Vancouver. 





RESEARCH AND 
















jumbo jet takes about 90 minutes of 
labour-intensive effort by many 
airline, security and other airport 
ff. Obvious bottlenecks are the check-in 
sks, where passengers' tickets must be 
_rocessed and baggage tagged with a label 


e security checks of baggage before it is 
Saded aboard an aircraft. 
,, Dealing with baggage manually, both for 





Diner It demands i tenti on the € 


spray, a hair spray or shaving cream? 


Such doubts often can only be oe | 








y having the passenger open 
Pane bag for inspection, causing 
selays and ill-feeling. However 
uch passengers may approve 

' stringent security checks, it 
$* impossible to avoid the feel- 
vag that a machine which can- 


mmon toiletry products and 
thal weapons is not much 
əf an advance over manual 
As a result of the Pan Am 
sombing disaster over Locker- 
wie in Scotland late last year, the 
ace of research into machines 
which can detect explosives — 
some of which are undetectable 
wy present-day machines — 
as surged. 

Chemical “sniffers” which 
inhale air for analysis can be 
»ütwitted relatively easily. But 
&n offshoot of research into nuclear phy- 
aics in the US, France and Britain has 
ied to machines which detect chemical com- 
sosition by Thermal Neutron Analysis 
TNA). Although the machines use forms 
of radiation on baggage, so that some shield- 
mg of the units is necessary, the level is 
wow and leaves no residual effects on the 
baggage. 

TNA machines contain a neutron gen- 
erator which fires a stream of "thermalised" 
neutrons at baggage passing along a con- 
veyor belt. These neutrons bang into atoms 
n the baggage's contents, whatever the 
wrapping, and the atoms in turn emit va- 
rious types of gamma rays. 

Analysis of the gamma rays shows the 


«6 NOVEMBER 1989 


utting up to 400 people aboard a 


owing a three-letter destination code, and. 















ef the X-ray machine's operator: is the - 
etal canister shown as a hollow shape on 
sine screen a bomb or an aerosol deodorant ET. 


——————————————————————————————— P — 


atomic content of the items, and comparison 
with a stored list of chemical "fingerprints" 
determines whether or not explosives are 
present. During trials, amounts of explo- 
sives as small as 50g (1.8 oz) have been de- 
tected — significant, because investigators 
believe only 2.5 Ib of a plastic explosive call- 
ed Semtex destroyed the Pan Am 747 over 
Lockerbie. 

After the TNA examination, the baggage 


then passes through an X-Ray Enhanced 


Neutron Interrogation System  (Xenis) 
uich produces images through the top 
side of the items. The computer com- 
both TNA and Xenis data to produce a 
en image of the suspected explosive's lo- 
cation. E 

. Although the machines are tended by 
perators, whose training takes about six 








weeks, the whole process is automatic. In- 
stead of relying on human judgment, the 


Explosive detection by neutron activation. 
Rejected bandage 


for examination by 
explosives experts 


EN 


Thermal. 
neutron | 
activation 


transfer 


machines require the operators only to 
monitor the systems, both in case of failure 
and to deal with suspect bags. This removes 
a serious problem with security staff — 
the crushing boredom and resulting loss of 
concentration from performing a repetitive 
job. 

Developers claim that the machines — 
which can now process about 700 bags an 
hour with a single convevor belt — have de- 
tected 94-99% of explosives passed through 
them on trial runs at New York's Kennedy 
Airport. After detection, a mechanical arm 
punches the bag off the conveyor for further 
inspection with the owner present. The 
theory being that passengers with explo- 
sives in their baggage are unlikely to want 


FAR EASTERN ECONOMIC REVIEW 


INNOVATION 


to be around if the bag is booby-trapped. 

There are still problems. One common 
element in explosives is nitrogen, but it is 
also present in shoes, socks and other com- 


mon items in baggage. But in conjunction | 


with other chemical elements, the chances 
of false alarms are small. 

The US' Federal Aviation Administration 
(FAA) is buying six TNA machines for trials at 
airports considered to be high-risk inter- 
change points for terrorists from abroad. 
These are Kennedy, Miami, Washington's 
Dulles, Detroit, London's Gatwick and West 





Germany's Frankfurt. But these six units are - 


only the beginning. 

The FAA has ordered US airlines to install 
200 such machines at 40 airports within the 
next two or three years, a programme the 
airlines feel is too ambitious. Since other air- 
lines serving the US will inevitably have to 
install such machines at their various air- 
, ports demand is obviously 

f= going to outstrip supply. 

— For instance, if airline hubs 
serving the US are high-risk 
areas, then the major Asian 
hubs of Tokyo, Seoul, Taipei, 
Hongkong, Bangkok and Sin- 
gapore will all need to buy 
enough machines to cope with 
ever-growing travel markets. 
At US$750,000-1.5 million each, 
large sums will be needed for 
each place to support what is 
becoming an extremely lucra- 
tive security industry 
benefits which make the 
against terrorism: a machine 
that can identify chemical 
traces and match them with 
computer-stored profiles of 
explosives can obviously be 
programmed to do the same for consign- 
ments of narcotics. 

For an airport with, say, 40 departures 


an hour, and assuming an average of 1.5 


bags apiece for 400 passengers an aircraft, 
a minimum of 18 twin-conveyor-belt 


. machines will be needed, costing more than 


US$27 million. And this allows no provision 
for maintenance or breakdowns. 
But this might seem a small price to pay 
— whether directly via ticket prices or indi- 
rectly via taxation — for passengers' sec- 
urity. The big decision airports are likely 
to face is whether to double the number of 
machines to inspect inbound as well as out- 
bound freight and baggage. 
m Michael Westlake 
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machines more than just a tool- 
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BUSINESS AFFAIRS 





ECONOMIC RELATIONS 


Business booms across the Taiwan Strait 


Netting a quick profit 


By Lincoln Kaye in Taipei 


Ithough all but impossible to quan- 

tify, Taiwan's trade and investment 

in mainland China could help offset 
the economic embargo imposed on Peking 
by Western countries in the wake of the 
Tiananmen massacre. Where big-time for- 
eign corporate investors fear to tread, 
nimble Taiwanese entrepreneurs blithely 
rush in. 

Most concede that they may have to re- 
treat again when China's atavistic economic 
policies come to grief. But Taiwanese busi- 
nessmen count on their limited financial 
exposure and cultural attunement to the 
Chinese milieu to get them out in time. 
Meanwhile, they are cashing in on Peking's 
current desperation to keep a flicker of life in 
its export economy. 

Like other foreign entrepreneurs in 
China, the Taiwanese worry about the in- 
frastructural bottlenecks of a stagnating 
economy. But, says a foreign bank branch 
manager in Xiamen, which faces the Taiwan 
Strait, Taiwanese count themselves better 
equipped than most to bribe their way 
through obstacles. And Taiwan's strong 
currency provides some insulation from the 
runaway appreciation of the renminbi, with 
its attendant cost increases and deterioration 
of export-price competitiveness. 

Nor are the Taiwanese much perturbed 
by the threat of Western boycotts against 
"made in China" merchandise. Few coun- 
tries have grown so adroit as Taiwan at 
quota-dodging after the experience of US 
protectionism in the 1970s and early 1980s. 
A Taipei sports shoemaker with a large new 
plant in Fuzhou explains: "I can always ship 
my all-but-completed goods for finishing in, 
say, Indonesia, just for the sake of the label.” 

To satisfy Taipei's official squeamishness 
about dealing with communists, all trade 
has to be either smuggled or routed through 
third countries (usually Hongkong), while 
much of the investment is covert. Paradoxi- 
cally, though, that makes it all the harder to 
control flows of goods, capital and people 
across the Taiwan Strait. Nor can foreign 
governments complain, since they are 
diplomatically committed to the idea that 
Taiwan is indivisible from Chinese territory. 
So cross-straits trade and investment is tech- 
nically China's internal affair. 

By most accounts, cross-straits business 
has never been better. After barely a 
month's hiatus in the aftermath of Tianan- 
men, the Taiwanese returned to bargain- 
shopping on the mainland for personal trin- 


kets and low-cost investments. If anything, 
the stampede has increased, according to a 
Taipei travel agent, "thanks to the current 
fire sale atmosphere in China." 

Warnings of political risk fall on deaf 
ears, according to Chang Jong-feng, a re- 
search associate at Taiwan's Chung Hua In- 
stitute for Economic Research. Taiwanese 
have been fed so much anti-mainland prop- 
aganda over the years that they tend to dis- 
count whatever they hear. And, on the basis 
of their own experience, they imagine that 
martial law means no more than a long holi- 
day from political disruptions so that every- 
body can get on with business. 

Taiwan tour groups are about the only 
sizeable ones seen these days in mainland 
hotel lobbies. Taiwan traders enjoyed red- 
carpet treatment at the otherwise under-at- 
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Taiwanese pilgrimage to Matsu temple. 
tended October Canton Trade Fair. And 
special economic zones (SEZs) court Tai- 
wanese investors as assiduously as ever. 
Coastal Xiamen, which speaks the same 
Fujian dialect as Taiwan, is already China's 
fastest-growing SEZ. Right after Tiananmen, 
Xiamen opened two additional industrial 
parks expressly for Taiwanese investment 
— "astep we would hardly have taken if our 
commitment to our Taiwanese friends were 
not firm," notes Huang Ling, deputy direc- 
tor of the Xiamen Municipal Economic Af- 
fairs and Trade Committee's foreign depart- 
ment. An investment seminar for Tai- 


wanese in Xiamen drew a record 150 visitors 
in September, she adds. 
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On the ride in from Xiamen airpor 
an airline ticket agent confirms that "th 
Taiwanese bailed out of here pell-mel, 
along with the rest of the expats back i 
June. But they were the first ones back, jus 
a week or two later. And as soon as yor 
met them at the airport, the first thin; 
each wanted to know was which of hi 
Taiwanese competitors had already re 
turned." 

"You see that building there," the agen 
continues, pointing out an almost-com 
pleted high-rise block of flats. "There an 
hundreds like it in Xiamen. Even before it' 
finished, the Taiwanese have already fille 
it up with their local managers — preth 
young ladies, for the most part. 

“But, whatever other functions they may 
serve, the managers provide local market in 
telligence. They're hooked up to their bosse: 
in Taiwan by phone and fax. And wheneve: 
there's a licence or a property up for grabs 
you get an instant influx of Taiwanese bid 
ders." 

In the two years since Taiwan and Pe 
king liberalised their laws enough to allow 
Taiwan investment to take off, more thar 
200 Taiwanese manufacturing venture: 
have been registered in Xiamen. Scores have 
been added within the past few months, 
adds the Taiwanese general manager of ar 
electronics company in the booming Hul 
industria! district. But only 50-odd Taiwan 
ese ventures are already in production, h« 
notes, while another dozen or more have al 
ready failed and gone out of business. 


few faint-hearted Taiwanese busi 
A sen are playing it safe, th« 

Xiamen banker reports — keeping 
their investment under US$500,000 anc 
their payrolls down to just a few hundrec 
workers. “But that makes it all the better fo: 
the rest of us," says the Fuzhou sports shoe 
maker. "Now we can dictate terms to the 
Chinese and cut through red tape." 

"At times like these," he adds, "wher 
prospects look dodgy, you face a simple 
choice: you can either back out or go ful 
throttle. I opt for the latter course. I mear 
to treble my staff, produce to full capacity 
within six months and recoup my invest: 
ment in less than two years. Then I can af. 
ford to not care what happens here.” 

To make it even easier to face China’s po 
litical vicissitudes with equanimity, many 
Taiwanese have made their mainland oper: 
ations practically self-funding. Favourite 
tricks include over-invoicing fully-depre 
ciated equipment brought in from Taiwan, 
then using it as collateral for local loans tc 
meet expenses. China's multi-tiered cur- 
rency-exchange system also provides end. 
less arbitrage opportunities. 

But the main attraction of the mainland 
business environment for Taiwanese re- 
mains the abundance of cheap and willing 
factory labour. In the stairwell of a flatted 
factory block in Xiamen, a swarm of young 
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iom endorsing the interests of the bureau- 
racy to being an even-handed arbiter 
nong diverse interests. 

What are the prospects of the liberalisa- 
n reaching its goals? Its parentage is not 
"holly encouraging. Indonesia's economic 
beralisation is more a result of government 
aitiative than of private-sector pressure to 
lay a bigger role in the economy. This has 
wo important implications. First, it will take 
Weolitical willpower to curb the bureaucracy's 
economic power. Second, Indonesia’s indi- 
enous private sector is not necessarily a 
*^owerhouse of economic reform. 

Thus it is all too easy to conclude that eco- 
[omic liberalisation will be maintained only 
xs long as it does not harm the interests of 
ihe bureaucracy. If the bureaucracy is en- 
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ICs expand investment 
n Southeast Asia 





y Nigel Holloway in Tokyo 


UNE aeneum tuna eee tarte Nh 28 NI AR MI A e nt A4 er P nee sno Mun P a Seir on Me mre eA Pret RE He 


sian governments are being rapidly 
eas vi business, Twelve coun- 


Saat 


ional economic c a A new ipsios 
E the Singapore office of Merrill Lynch, a 

MUS securities firm, shows that intra-East 
_Asian investment boomed in 1988 and this is 
likely to continue. 

The change is that direct investment by 
“the four Asian newly industrialised coun- 
“tries (NICs) — South Korea, Taiwan, Hong- 
¿kong and Singapore — in Malaysia, Thai- 
land, the Philippines and Indonesia ex- 
-ceeded Japan's investment and was expand- 






East Asia's investment boom 


Hongkong 
Ma iac E 
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m gered, even if bons economic — is 
a prospect, various barriers may be thrown 


up to thwart it. And it is hard to imagine a 


liberal economy flourishing when tied up in 
red tape. 

The most unwelcome scenario would be 
if liberalisation were unable to generate a 
private sector capable of taking a leading role 
in the economy. The private sector, after all, 
has not only to overcome its own relative in- 
flexibility, but also has various political con- 
straints. But if it cannot rise to the challenge, 
it is almost certain that the economic leader- | 
ship will swing back to the bureaucracy. w 


Umar Juoro is à research associate at Jakarta’s 
Institute for Economic and Social Research, Edu- 
cation and Information. 


ing faster. The four NICs contributed 31% 
and Japan 30% of the US$11.9 billion worth 
of projects approved by developing South- 
east Asia in 1988. The NICs’ commitments 
rocketed 334% compared with a 125% in- 
crease for Japan. 

Two of the biggest investors, Taiwan and 
Hongkong, were not invited to Canberra. 
Two others that did go, Singapore and 
South Korea, are newcomers to the invest- 
ment game. All four tend to offer different 
advantages for host countries compared 
with investment from developed nations 
such as Japan and the US. 

Although intra-Asian investment will 
continue, the pace may slow over the next 
year. The prospects of further appreciation 
in the yen, the won and New Taiwan dollar 
have lessened; costs in the host countries are 
rising fast, too. But the threat of a further rise 
in these currencies and the spectre of protec- 
tionism are likely to keep investors on the 
lookout for new prospects abroad. The poli- 
tical troubles in China, says Merrill, may di- 
vert money to Southeast Asia, while the in- 
vestment-linked immigration policies of the 
Philippines and Thailand may give them an 
edge when wooing Hongkong, investors. 
These changes, along with financial deregu- 
lation, herald the beginning of a MEN 
a market. 
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BANKING 


Dhaka opts for flexible 


interest-rate regime 
Loosening 
the reins 
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| By s. Kamaluddin in Dhaka 


€—— 1—————————————————— € 


Yhe Bangladesh Government is finalis- 
ing a banking reform package to plug 
loopholes, end anomalies, ensure 
stricter accountability and improve the effi- 
ciency of Bangladesh Bank (BB, the central 
bank) in regulating interest rates. 
Problems in the banking sector appear to 
have increased following the emergence of 


private banking and finance companies, xm 


even though the central bank sought to keep 
them in check. 

The package includes amendments to 
the Bangladesh Bank Order (1972) the 
Banking Companies Ordinance (1962) and 
provisions for setting up a special debt re- 
covery court. Drafts laws are now being con- 
sidered by the Ministry of Law. 

A BB source told the Review that while 
the amendment of the 1962 banking ordi- 
nance would enable the central bank to plug 
loopholes and check abuses, it would also 
give greater operational autonomy to the 
banks. A task force headed by the BB gover- 
nor is working on ways to improve the 
nationalised commercial banks and identify 
abuses in the private-sector banks. 

These measures are partly funded by a 
World Bank and IMF package. In June 
Bangladesh successfully completed alloca- 
tions under a three-year US$250 million IMF 
structural adjustment facility (SAF). An en- 
hanced SAF for a further three years is cur- 
rently being negotiated, as is another US$75 
million financial-sector credit. 

"These reforms would enable the central 
bank to issue its own debt instrument to in- 
terve in the money market in times of neces- 
sity," said central bank deputy governor, 
Mahbubur Rahman Khan. He said the debt 
instrument would not be a fixed-interest de- 
vice. Instead it would be flexible and auc- 
tioned to the banks. The introduction of a 
flexible interest-rate regime to replace the 
existing centrally determined interest rates 
would help commercial banks to improve 
efficiency and cut their costs, he said. 

However, a senior private-sector banker 
who had earlier headed a large nationalised 
commercial bank was not enthusiastic about 
the introduction of flexible interest rates. 
“It's good in an ideal situation but may 
create some unnecessary problems for the — 
bankers in this country,” he said. In .- 
Bangladesh there are four nationalised com- 


71 





mercial banks (49% of which were offered to 
the public through the stock exchange in De- 
cember 1986), three government-owned 
specialised banks, 10 local private-sector 
banks and seven foreign banks. 

With about 5,500 bank branches, 
Bangladesh is an over-banked country, says 
Fazlur Rahman, managing director of the 
private-sector IFIC Bank, of which 40% is 
owned by the government. He believes that 
the banking system has improved since pri- 
vate banks were allowed in 1983 and that the 
banking network is adequate to service even 
the most remote areas. The nationalised 
commercial banks with their larger branch 
network in rural areas can reach farmers by 
allocating villages among, themselves thus 
avoiding duplication. 

Rahman questioned the government's 
policy of opening more rural branches, say- 
ing that about 67% of total bank branches 
operating in rural areas dispensed only 
about 23% of total credits while 33% of the 
branches distributed 73% of credits in the 
urban areas. 

Last year the government allowed the 
setting up of the Bank of Small Industries 
and Commerce by the BCC Foundation 
as a joint venture with the government on 
condition that at least 50% of its loan funds 


were used for financing small-scale indus- 
tries in the private sector. Any industrial 
unit not exceeding Taka 15 million 
(US$50,000) qualifies for funding. 

The government has a 30% equity stake 
in the bank and 50% of its net profits will be 
transferred to the reserve fund. The bank 
has already approved six industrial units 
and advanced Taka 29.6 million for three to 
five year loan nu The Asian Develop- 
ment Bank and other international agen- 
cies are expected to channel part of their 
funds for promoting small-scale industries 
through the bank. 

Among the foreign banks, only ANZ 
Grindlays has a merchant banking unit. Al- 
though no formal syndicated loans have 
been raised in Bangladesh to finance any 
project, two or three banks did raise funds 
for some local projects. However, bankers, 
especially foreigners, appear to be viewing 
the syndicated approach with interest, 
though foreign banks remain reluctant to 
commit themselves to any project beyond 
three to five year terms. 

A foreign banker told the REVIEW that the 
market was becoming increasingly competi- 
tive and some of the local banks made con- 
siderable progress in recent years providing 
better services to their clients. n 
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Cash flood fails to 


sway Tauvan banks 


Interest in bi 
deposits 





even months after Taiwan's centrá 
S: bank abruptly imposed a money suf: 

ply squeeze to dampen an inflationar* 
boom, local banks are once again flush wit! 
idle deposits and coming under fire for nc 
lowering lending interest rates, and thus pc: 
tentially damaging the investment climate, 

Liang Kuo-shu, chairman of the Bank c: 
Communications, the government develop 
ment bank, complained in late October the 
despite cash piling up in vaults, banks hae 
not yet lowered their high interest rates. 

Central Bank of China (CBC) official 
meanwhile say that the banks are still look: 
ing to the CBC to set interest rates, as it did ix 
the past, even though the banks now have 
the freedom to set their own rates. 

But the banks say they are trying to keep 
their vaults full in case money becomes tigh» 
again — a possibility given that the centra 
bank recently expressed concern abou 
Taiwan’s rising inflation rate. There is also a 
coordination problem — bankers are wor 
ried that if they lower their rates they wil 
lose term deposits to competitors. "No one 
wants to be the first one to do it,” says Steve 
Kwiatkowski, manager of the bond trading 
department at Asia Securities. | 

The banks' interest rates now make it 
more attractive for companies and individu: 
als to save than to borrow — they are paying 
about 8.75% for three-month time deposits 
and 9.5% for one year and up. Lending 
rates, meanwhile, are around 11%. The re 
sult is that the volume of cash held by banks 
has risen to about NT$108.1 billion (US$4.2 
billion). 

“All those fixed deposit rates have been 
sitting there for the past few months, while 
the capital market [interest] rates have been 
coming down,” said Kwiatkowski. Most of 
the banks were badly burned in the April 
squeeze when the central bank, fearful of 
rising inflation, increased its rediscount rate 
and reserve requirements, making local 
banks rush to draw in deposits to comply 
with the new policy. The higher rates have 
been in force since then — and the piles of 
cash now in the banks merely reflect the 
reassertion of the underlying surplus liquid- 
ity. | 
The high deposit rates have kept money 
in the banks' vaults, and bankers say that 
having been already caught once by a cen- 
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bipel bolo resist change. 


'al bank squeeze, they are twice shy about 
anning down their cash levels. 

However, maintaining desposit rates at 

5% might seems a high price for the banks 
» pay simply for a hedge against further 
nonetary tightening. 

In fact, the banks are able to make money 
wut of the higher rates. For one thing, they 
fave term deposits locked in at the lower 
wre-April rates. These cut their overall cost 
wf funds. Meanwhile, lending rates, which 
E float, have been even slower to drop 

an deposit rates. The result is that the 
wanks are still enjoying reasonable spreads. 
Jntil more of the banks' older, lower-in- 
werest, deposits roll over, the cost of the high 
leposit rates is comparatively marginal. 

Government officials concerned with en- 
suring continued growth fear that the high 
vevel of interest rates will start to stifle con- 
sumption at a time when the economy is al- 
weady slowing down. In Taiwan, where 

»rice stability and growth rates of more than 
IK 0*6 are the norm, 6.5% real growth and an 

official inflation rate of around 5% counts as 
stagflation. Lowering deposit rates would 

also lead to lower short-term lending rates, 
"helping companies to release working capi- 
Kal for projects. 

Still, looser credit itself is not enough to 
Iboost investment activity, says National 
Taiwan University Professor of Finance Lin 





Mong-shong. Lower rates must be combined | 


"with other measures to provide investors 
with productive investment channels. Low- 
wering interest rates now would probably 
*cause money to return to the property and 
stockmarkets, refuelling the very specula- 
tion which the squeeze was designed to 
dampen in the first place. 

Meanwhile, plans to privatise the three 
large commercial banks owned by the 
Taiwan Provincial Government have not 
made any headway. After months of drag- 
ging its feet, the Taiwan Provincial Assem- 
bly approved a plan which would leave the 
provincial government holding a majority 
51% stake in the three banks — Chang Hwa 
Commercial Bank, Hua Nan Commercial 
Bank and First Commercial Bank. Earlier 
proposals suggested privatisation would re- 
sult in the provincial government selling 
down its holdings to 49%. LI 
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= | Japan must 


learn to earn 


apan is regarded as an honorary Wes- 
terner at the OECD and certainly qual- 
ifies as a member of the "rich men's 
ub." Yet an OECD report on the Japanese at 
work makes clear that Japan is suffering 
neither from declining international com- 
petitiveness nor from the long-term struc- 
tural unemployment which has become en- 
demic among many Western — especially 
European — nations. 

The report notes that a huge shift took 
place in the distribution of employment by 
industry in Japan between 1960 and 1980 
and projects even bigger shifts by 2000. Par- 
ticularly striking is the size of the move out 
of primary industries and into the tertiary 
sector — services especially. 

Where the OECD did find possible weak- 
nesses developing in the Japanese system is 
in the area of retraining to meet these mas- 
sive shifts in activity. One implication is that 
the Japanese as individuals will need to do 
more to acquire fresh skills and not rely so 
heavily on Japanese firms to provide it. 





"Another less discussed question is 
whether there is going to be enough brain- 
power to absorb all the training necessary." 
A possible, and partial, solution is what the 
OECD terms the "female half of the popula- 
tion.” Women, it says, are increasingly 
being drafted into industrial laboratories to 
do research and development work. 

“The second source — the tapping of 
which has barely begun — is the rest of the 
world. If Japanese capitalism retains its 
dynamism then undoubtedly overseas op- 
erations will become less and less merely as- 
sembly operations. More research and de- 
sign work will be shifted offshore to take ad- 
vantage of the availability of cheaper foreign 
brains." 

Such concerns aside, the OECD report re- 
mains very positive about Japan's industrial 
future. "Concem about declining interna- 
tional competitiveness on the one hand and 
fears about a breakdown of social solidarity 
— with a growing under class of long-term 
unemployed — on the other are dominant 
political concerns in many mature OECD 
economies. Japan still seems a long way 
from such concerns. 

"The strong social cohesion of the busi- 
ness enterprise seems to offer recipes for 
technical advance and manpower adjust- 
ment which keep Japan in the forefront of 
world competition," says the OECD. 

= Anthony Rowley 
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Brighter prospects 


espite the shock of having the 

Scott Paper Co. withdrawn from 

a US$654 million paper and pulp 

project in Irian Jaya, Indonesia's 
Foreign Investment Coordinating Board 
(BKPM) is set for another banner year. 

Foreign investment reached US$4.4 bil- 
lion in 1988, triple the level of a year earlier 
and the biggest inflow since records began 
in 1967. For the seven months to end-July, 
BKPM approved 138 projects (against 145 pro- 
jects for all 1988) with total value of just 
above US$3 billion. 

Domestic investors have been as keen as 
foreigners to respond to Jakarta's efforts to 
open up the economy. From January to July, 
BKPM approved 444 projects by local invest- 
ors (compared with 845 projects in 1988) 
worth Rps 8.1 trillion (US$4.6 billion). Do- 
mestic investment is almost certain to 
surpass last year's total of Rps 14.7 trillion. 

The continued flow of funds from abroad 
and a greater mobilisation of funds at home 
has helped rescue GDP growth from mid- 
decade stagnation. GDP growth in 1988 was 
initially put at 4.7%, up from 3.9% in 1987. 
But President Suharto, citing newly availa- 
ble information from a 1986 economic cen- 
sus, said in August that actual GDP had risen 
by 5.7% in 1988. 

Other economists not linked to the gov- 
ernment agreed with the new GDP calcula- 
tions, saying the census highlighted the fact 
that Indonesia's industrial sector was under- 
represented in earlier GDP estimates. Al- 
though Suharto did not announce revised 
GDP figures for individual years in Repelita 
IV, the 1984-88 economic plan, he said that 
average GDP growth over these five years 
was 5.1%, barely above the growth level the 
World Bank estimates Indonesia must main- 
tain over the next five years in order to ab- 
sorb its quickly expanding labour force. 


The revised GDP figures also highlight the 
emergence of the industrial sector as the 
prime area of growth. Industry, which grew 
by an average 13.276 each year during Rep- 
elita IV, 
12.7% in 1983 to 18.4% in 1988. Government 
planners predict that non-oil and gas indus- 
tries will steam along at 10% growth 
through Repelita V, which ends in 1993. 

On 1 November, the government said it 
would allow foreign and private domestic 
investors to develop and manage industrial 
estates, a business previously controlled by 
state companies. Licences for industrial es- 
tates will be valid for 30 years and can be ex- 
tended for another 20. - iu 

The move is welcome news to South 
Korean, Japanese and Taiwan. ‘companies, 


Approved forei n investment | 





among others, who say their role in In- 
donesia would be larger if they did not have 
to constantly battle the bureaucracy for ac- 
cess to water, land, electricity and communi- 
cations facilities. A government official said 
six new estates had already been approved 
— five will be built by local investors and 
one a joint venture involving Sumitomo of 
Japan. i 

Indonesia’ s: v export performance con- 


saw its share of GDP rise from 


tinues to show steady improvement as mew 
sures to promote new non-oil exports begit 
to bear fruit. Exports in July, the latest availa 
ble statistics, rose to US$1.92 billion agains 
US$1.8 billion in June and US$1.71 billion i 
July 1988. The monthly trade surplus in J 
increased to US$812 million, almost doubt 
the level achieved in June and the highes: 
monthly surplus so far in 1989. 

But economists say that a series of recer’ 
regulations affecting forestry products ane 
volatile prices for some other commoditie: 
may have adverse results for exports befor 
the end of the fiscal year (March 1990). 

Indonesia exported  US$2.88 billiow 
worth of manufactured timber products im 
1988, the largest export earner outside the 


energy sector. But in September and Oc 











, tober, the government first banned the ex 


port of sawn teak wood and then appliec 
new export taxes to sawn timber export: 
ranging from US$250-2,400 a m3. The nev 
tax will at least double the price of saw# 
timber, effectively pricing Indonesia out o 
the international market. 

Bob Hasan, who chairs the association oi 
saw mill products and is said to have spon: 
sored the new tax, claims the governmeré 
wants to force sawmillers to sell their pro: 
duction to domestic furniture makers tc 
raise the value-added component of wooc 
product exports. In the short run, ana 
lysts say, some sawmills are likely t 
close and the value of wood exports wil 
decline. | 

With the collapse of the Internationa’ 
Coffee Organisation's export-quota scheme 
in June, Indonesia has dramatically in 
creased exports but, with prices at a decade 
low, traders expect coffee to bring in only 
slightly more than last year. Unless prices 
firm, they say, next year's earnings will be 
even less. = Adam Schwarz 
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ama mace: | Everyone 
| under heaven 
needs to know 
about China 
today 


*The CHINA TRADE REPORT has its 
finger on the country's business pulse. 





*It provides answers to the basic 
question: Is there still money to be made 
from doing business with China? 
*What new opportunities are there for 
direct investment, joint ventures and 
trade? The rewards are ample for those 
who are patient and for the risk-taker. 


Authoritative 
Now in its 24th year, the CHINA 
TRADE REPORT is published by the 
Review Publishing Company Limited. It 
has been long acknowledged by leading 
business executives throughout the 
world as the best informed, best 
statistically up-to-date newsletter of its 
kind. 


Wide- s 
The CHINA TRADE REPORT covers 
every issue affecting those doing 
business with China, whether trading, 
investing or involved in any enterprise: 
grain; textiles; electronics; transport; 
banking; exhibitions; contract law — 
and dozens more. 

The CHINA TRADE REPORT also 
publishes key statistics on all aspects of 
the Chinese economy. It is crucial 


reading for anyone doing, or wishing to Room 501 at The Seoul 


do, business with China. 


CERBERUS SA) Plaza Hotel 


Post this coupon today! When Mr. Hubert is in town, his friends 





Circulation Manager, i 

Review Publishing Company Limited. new where to contact him A 

G. P. O. Box 160, Things have changed a lot. New buildings, new cars... 
Hong Kong etc. And new hotels have been built too. So why Mr. 


Please enter my one year subscription 
(12 issues) for the CHINA TRADE REPORT. 
| enclose a cheque/money order of 

made out to the Review Publishing 
Company Limited. Or, please charge my 


Hubert return time and again to us? 


"It is, you might say, a sense of refinement, something 
abstract... something to do with... the people and the 
place." 


credit card (tick one): , ; 
i The Seoul Plaza Hotel is eminently comfortable and 
NNA on eee ` Oras RD superbly staffed. Like staying with friends 
‘ MasterCard N Visa O pooy - ying 
(Please print in block letters) 
| Card No: 
| Exp. Date: Sut ee ES 


232-Ka, Taspyung-Ro, Chung-Ku, Seoul, 100-102 Korea 
TEL: (02)771-22 TLX. K2424 & K26215 
FAX. (02755-8897, 756-3610 CABLE PLAZAHL SEOUL 


| Signature: 
Name: 
Address: 
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For Information and "— reservations: 

E SEOUL PLAZA Tokyo Office: Te 212-0234 Tis, 2222876 GBC JAP J Fas (031 212-2369 , New York Office: Ca 1 e 800 : 
| Annual subscription rates: HKS2, 730/US$350 Fax (201) 947-0767 8 Supranational Hotel Reservations | seldort 11) 35-04-16 Lone wees Prince Hotels inc lo. 
LS airmail anywhere in the world. val fet (03) 209 8686 Pars Tel (1) 45 7992.30 Wi Loews Representation International Cai Tol Free 800 2 SBEN Ay ventes 

Fee ADD r) 522. &4t ) Te 6 473 Tau 
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Flowers and 
Fragrance Flight 


gianigandha 
ati Class 





Welcome flowers. 
The fragranced 
atmos phere of care 
in the air. Soft refined 
grace of the 
stewardesses. 
Food and mood of 
Bengali aristocracy. 
On board Biman's 
Rajanigandha Class 
(Executive Class). 


The friendly fragrance of our flight lingers on. 
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BANGLADESH AIRLINES 


Your home in the air 








“Look after this 
planet, it's the only 
one we have? 


A personal message 
from HRH The Duke of Edinburgh, 
WWE International President. 


Acid rain. The pollution of 
soils, lakes and rivers. The 
imminent extinction of species 
The destruction of tropical forests 
All these have been headline news 
for many years. 

But they're only the tip of an 
iceberg. Put them all together and 
add in the stories which never 
make the news, and you begin to 
see the hammering the world is 
taking from its huge and ever 
growing human population 

This hammering is cumulative 
Every new case is added to the 
damage that has already been 
done, so that we are constantly 
accelerating the process of 
destruction. 

Our life-support system 

All life on earth is inter 
connected, dependent upon the 
physical processes taking place in 
the atmosphere and the oceans 

This natural system is our life 
support system, and if we damage 
any part of it we are putting our 
own survival at risk 

The purpose of WWF - the 
World Wide Fund for Nature — and 
all the other nature conservation 
bodies, is to limit any further 
serious damage and to restore the 
balance between man and his 
natural environment. Please take 
an interest in the health of our 
planet, it is the only one we have 


Write for further information to 
WWE International. CH-1196 
Gland, Switzerland. 





WWE 
World Wide Fund For Nature 


rom the publisher of The Wall Street Journal 
and the Far Eastern Economic Review. 







Asia Technology. 
Now on sale at 
your newsstands. 
It's a brand new 
monthly magazine 
designed to bring 
you the latest news 
of the latest techno- 
logy from around the 
world — with a focus 
on Asia. It'S essential 
reading if you want to 
know how technology 
will affect your busines 
and your lifestyle. 


—À 
-— e uj B [ 
-— cy J] Or, please charge to my credit card (tick one) 





- = - American Express Diners Club 
-_ - MasterCard [J Visa Card 
en = -— Cc || To: Asia Technology, Seiden 
= E Subscription Dept., GPO Box 160, Hong Kong, 
e Yes! | would like to receive the next 15 monthly issues Exp. Date y i =e 
0f Asia Technology for the price of only 12. Please 
rush me my free gift of the Executive Stress Test Card m 
! nature IONS T HS 
YOU RECEIVE | J | enclose my cheque (payable to Review Publishing 9 R1116 
* 15 issues for the price C9? L9) for — 
‘ » > 
of only 12 L | Or, bill me at the address below D z Lati EE SPECIAL BONUS 
* Up to 41% savings off Name (please print) e N a ni yos 
cover price Address 10-second test for yourself and your 


colleagues to determine your levels of 
stress. Lots of fun 





* Special Bonus Gift Tel 
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The Commerzbank reporton German business and finance 


Reversing capital flight - 
the key to the debt problem? 


More or less as expected, 
this year's annual meetings of 
the World Bank and the In- 
ternational Monetary Fund 
failed to produce any major 
breakthroughs on the inter- 
national debt front. .The 
Brady Plan appeared to offer 
a way of overcoming the 
widespread debt fatigue, but it 
soon became clear that its 
approach may really only be 
applicable in the “model 
case" of Mexico. In this sense, 
therefore, the Brady Plan 
raised false hopes and, albeit 
unwittingly, drew attention 
away from the real causes of 
the debt problem. 

It is often claimed that 
capital flight was one of the 
major factors that triggered 
the crisis, perhaps even one of 
its root causes. And, in fact, as 
long as the problem of capital 
flight remains unsolved, debt 
reduction plans will not be 
able to provide the kind of re- 
lief necessary to spur econ- 
omic growth in the highly 
indebted countries. The 
foreign assets of citizens of 
the major debtor nations are 
in most cases equal to easily 
the greater part ofthose coun- 
tries' external debt. Indeed, in 
Venezuela, "flight capital" far 
exceeds such debt, underlin- 
ing the fact that debt forgive- 
ness here would basically not 
help much. 


Incentives needed 

Yet the causes of capital 
flight need to be examined. 
There are many good reasons 
for citizens of debtor coun- 
tries to invest abroad and 


quite legal ways of doing so. 
The problem is illustrated by 
Latin America, where many 
countries do not offer suffic- 
ient incentives to provide 
domestic businesses with 
sorely needed funds. The key 
factor is high inflation and the 
consequent threat of devalua- 


tion, giving local capital every 


cans still held more of the 
total assets in the United 
States owned by non-resi- 
dents than the Japanese did. 
By contrast, the Latin Ameri- 
can nations' official currency 
reserves added up to only 3 % 
of this figure. 

Moreover, these figures 
are probably on the conserva- 


Foreign Assets in the United States 
US$ 


e 


*) incl. other Western hemisphere countries. 


Source: U.S. Department of Commerce 


reason to flee, usually to the 
United States. While this 
aspect of the problem can 
ultimately be tackled only by 
the Latin American countries 
themselves, illegal flows of 
funds, such as those con- 
nected with the drug trade, 
must be stemmed by the joint 
efforts of governments and 
the commercial banks. 
Official American statis- 
tics show that Japanese-held 
assets in the U.S. grew by $ 87 
billion last year, while the 
value of Western European 
and Latin American invest- 
ments rose by $ 75 billion and 
$57 billion, respectively. At 
the end of 1988, Latin Ameri- 





tive side. Nonetheless, the 
aggregate assets of Latin 
Americans in the United 
States alone are undoubtedly 


much greater than their coun- 


tries’ combined outstanding 
bank debt. It is estimated that 
last year's increase in these 
assets would have been suf- 


ficient to pay off 25% of 


that debt. Obviously the 





repatriation of such capital 
would make it easier to solve 
the debt problem. For this to 
become reality, the condi- 
tions for investment have to 
be improved in the debtor 
countries. 


The industrial nations 
could help by opening up 
their markets more, thereby 
enabling the debtor countries 
to boost their exports and 
earn the foreign exchange 
they so badly need. If the 
OECD states were to increase 
their imports from Latin 
America by 10 96, its foreign- 
currency earnings would 
jump by $9 billion. Although 
improved market access for 
the highly indebted countries 
is important, solid growth and 
rising demand for imports 
in the industrial nations 
are crucial. Yet renewed in- 
flationary pressure would be 
harmful, as this would mean 
higher interest rates. 

Finally, American monet- 
ary and fiscal policies have a 
direct impact on the debt 
problem. Most of Latin 
America's outstanding debt 
is dollar-denominated. The 
roughly 2!^-percentage-point 
rise in 6-month Libor-the 
most important benchmark 
dollar interest rate-since the 
start of 1988 hasincreased the 
amount owed to banks by 
Latin America by more than 
$5 billion per year. Low 
interest rates as a result of a 
stability-oriented monetary 
policy supported by a sub- 
stantial reduction in the bud- 
get deficit would clearly bene- 
fit Latin America and other 
debtor nations. 
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German knowhow in global finance 
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Programmed for profit 


ow that the major US securities 
firms are once again piously 
"abandoning" program trading in 
" the face of widespread individual 
vestor resentment, it might be useful to 
like a look at the state of the art in Tokyo. 
wary a whisper has been heard about the 
^trimental effects of computer-assisted 
"ading there. 
Why, you might ask? The Japanese Big 
sur brokers have been world-beaters in the 
wobal fixed income market, which requires 
ie kind of sophisticated risk-management 
chniques which are at the root of 
wading. They love a fast buck. And they 
»ave certainly been earning enough lately 
» buy whatever technology and skills 
re needed to harness program trading 
»chniques to their own advantage. 

Shroff suggests that the growth and im- 

"act of the practice, like so much else in 

pan, is in its current nascent stage being 
imanaged to the benefit of all. Between this 
Management effort and a number of struc- 
ral impediments to increased program 
wading, it is unlikely that the practice will 
wevelop the significance it has in New York. 

Objectively, all the basic elements are in 
Mace for index arbitrage and portfolio insur- 

ace to be a major force in the world's 
ggest stockmarket. Investment funds that 
sack the Nikkei 225 and Topix share in- 
ces now amount to trillions of yen. 

Indexing has grown sharply because 
pan suffers a dire shortage of capable fund 
managers. In a rising market, indexing is a 

ost-effective, reasonably safe way of man- 
wing vast sums of money. 

At the same time, there has been sub- 
Kantial growth in the use of stock futures by 
mpanese institutional investors. Two stock 
tures markets, for the Nikkei in Tokyo and 

3r the Topix in Osaka, have thrived since 

Karting up in September 1988. Japanese in- 
Kitutions immediately discovered the plea- 
sure of using cheap futures to drive up an 
xpensive cash market. The number of 
atures contracts changing hands off-ex- 
thange on any given day is perhaps 50% 
more than the figures cited in the accom- 
»anying chart. 

Further, Japanese securities firms are 
ipending vast sums on buying the quantita- 
ive analytical models from US pioneers in 
he field such as BARRA and Wells Fargo 
investment Advisers (WFIA) and on the hard- 
ware needed to execute complex simul- 
aneous trades in the futures and underly- 
ng cash market. They are hiring fresh-faced 
ngineers, chemists and other numerically 
»roficient types to help the effort along. 
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The US giants of the field, Salomon 
Brothers , until its recent public dis- 
avowal of the practice, Morgan Stanley, 
have been showing the way locally for a 
couple of years. Although their activity has 
been modest in the overall scheme of things, 
they have made good profits through prog- 
ram trading in Tokyo. 

Nonetheless, Shroff suspects, these 
costly investments in quantitatively astute 
personnel and the hardware to back them 
and the trend towards passive fund man- 
agement will not result in the combustible 
cocktail it has in the US market. 

There are several reasons for this. Unlike 
in the US where the cash and futures mar- 
kets are managed by two very different, 
often clashing sets of characters — button- 
downed traders on Wall Street versus the 
flamboyant shouters in the Chicago futures 
pit — the Japanese system is closely inte- 
grated. The Big Four hold the balance of 
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power in both markets. It is unlikely that the 
war of words that has erupted between the 
NYSE and the Chicago Mercantile Exchange 
will find an analogue in Japan. 

Second, the Japanese have not yet 
gained a complete grip on the trading 
technology needed to succeed in either 
index arbitrage or portfolio insurance and 
are not willing to iment in the market 
until they do. ile the major securities 
firms have developed sophisticated risk 
management models, theory has yet to be 
translated into practice. 

Doing so will be difficult; the Japanese 
market is in many respects less liquid than 
its US counterpart. To "buy" the Topix, for 
instance, means getting hold of closely 
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held bank shares, a near impossible task. 
While some substitution can undoubtedly 
take place, the huge amount of shares held 
more or less permanently out of the market 
makes easy switching between an index-fu- 
tures contract and the underlying shares a 
formidable task. The kind of "wave" selling 
techniques perfected by the Salomons of the 
world, where positions are unwound over a 
period of several days in an elaborately 
choreographed manner, have not yet been 
adopted by the Japanese. 

Both program trading techniques rely on 
the fluidity of transactions between the two 
markets. Successful index arbitrage de- 
pends on a trader's ability to take advantage 
of momentary discrepancies in the price of 
shares and a futures contract based on the 
same index. When a divergence in price oc- 
curs, traders place an order via computer to 
buy stock in whichever market is cheaper 
and sell it in the more expensive market. 

Portfolio insurance is the flipside of the 
same practice, a hedging technique as op- 
posed to a speculative tool. It was designed 
for pension fund managers who want im- 
mediately to protect the value of assets by 
lowering stock exposure in a falling market, 
usually by buying futures. On Black Mon- 
day in 1987, the strategy proved to be some- 
what of a cropper; few portfolio managers 
were ready to buy large futures positions in 
a collapsing market, particularly as futures 
contracts were skipping downhill in large, 
unpredictable steps. Nonetheless, Nikko 
Securities was sufficiently impressed by the 
technique's potential to enter into a costly tie 
up with WFIA in July 1989. 

By the time the Japanese institutions 
master these practices, if it is even possible 
for them to do so, the parameters of their ac- 
tivity will have been well set out by the 
Ministry of Finance (MoF). On 7 December, 
for instance, when US index arbitrageurs 
pushed the Nikkei over 30,000 for the first 
time by dumping expiring futures contracts 
and buying stock, the phones started ring- 
ing at Morgan Stanley before the afternoon 
was out. 

MoF has also sought to dampen potential 
volatility by preventing the Big Four sec- 
urities houses from setting new stock prices 
in the last 15 minutes of trading in each ses- 
sion. Much of the volatility associated with 
computer-assisted trading in the US has 
come from eleventh hour action which has 
had an unpleasant tendency to snowball at 
the next opening bell. Finally, and perhaps 
most critically, there is the self-interest in 
maintaining the pleasing status quo which 
now exists. 8 Jonathan Friedland 
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COMPANIES 


Media shake-up produces new winners and losers 


Money down the tube 





By By Glenda Korporaal in Sydney ^ 
C hristopher Skase, former journalist, 








former stockbroker, former resort 

property developer and now the 
owner of Australia’s Seven television net- 
work, is feeling the heat from his bankers. 

Until a few weeks ago, the smooth-talk- 
ing Skase was regarded as one of the win- 
ners in the violent shake-out of the Austra- 
lian media industry which has been under 
way since November 1986, when the 
Hawke government enacted US-style laws 
aimed at ending cross-ownership of news- 
papers and television stations. 

While Hawke's legislation did not force 
the big three print owners — Kerry Packer, 
Rupert Murdoch and the Fairfax group — 
sell their television interests, its intention 
was slowly to eliminate cross-ownership. At 
the time the legislation was passed, the 
media magnates also owned the big three 
television networks. However, each did 
eventually sell his television interests, and 
since the legislation made it difficult for the 
three to sell among themselves, in each case 
the buyer was a businessman with no long- 
term experience of running television sta- 
tions. 

Skase was one of them. He looked to 
have struck a good deal when he bought the 
Seven network from the debt-burdened 
Fairfax group in 1987 for what would end up 
to be a mere A$500 million (US$390 million) 
— the best deal achieved by any of the 
new owners who bought in 1987. Skase's 
hard bargaining made Seven the least finan- 
cially vulnerable of all the television net- 
works and thus has helped its bid to chal- 
lenge Nine as the top-rated network. 

But the future ownership of Seven is 
now in doubt because of problems in other 
parts of the Skase empire. Share trading in 
Skase's company Qintex Australia has been 
suspended while a banker-appointed ac- 
countant audits his position — which could 
reveal up to A$2 billion in debt. Meanwhile, 
Skase is being allowed only just enough 
funds to allow his empire and the Seven net- 
work to keep ticking over. 

Skase has already announced plans to 
sell his television station in Adelaide and 
two regional stations in north Queensland. 
Whether he will have to sell the entire Seven 
network remains to be seen but, at the least, 
it looks as though he will have to accept 
another equity partner. 

The uncertainty of Seven's future is the 
latest manifestation of the turmoil which has 
characterised the Australian media industry 


during the past three years. There is now a 
strong possibility that all of the big three 
commercial networks may change hands for 
a second time since Hawke's 1987 owner- 
ship legislation. And though the print 
media industry appears more settled on the 
surface, there, too, forces are gathering for a 
shake-out. 

One consequence is the emergence of a 
new set of winners and losers in the Austra- 
lian media industry. 

Alan Bond has turned out to be a big 
loser. The ever-optimistic Bond bought the 
Nine network at the top of the market and 
the group has struggled under its heavy 
debt load ever since. Bond's television in- 
terests brought him a damaging and long- 
running dispute with the Australian Broad- 
casting Tribunal (ABT), which ruled him 
unfit to own a television station. The Federal 
Court overturned this character judgment, 


that Packer may want to get back into tl* 
television industry — particularly if th 
broadcasting legislation is watered down. 

Packer looks to be one of the big winne- 
from the media industry shake-up. TM 
shrewd boss of the Consolidated Press ens 
pire could hardly believe his luck when Alas 
Bond offered him A$1 billion (indudir 
A$800 million in cash) for Nine networB 
Packer sold and is now Australia's riche 
man. Meanwhile, the price of television sta 
tions has plummeted. 

Packer was also able to profit from tr 
troubles of the Fairfax group, where 27-yeaw 
old Warwick Fairfax borrowed massively ti 
privatise the family company, John Fairfe 
Ltd. In the subsequent asset sales, Packe 
picked up a whole swag of Fairfax women 
magazines for a good price. Packer is now 
the major owner of women’s and lifesty3 
magazines in Australia and is making an ir 
creasing amount of money from them. 

Other winners include: 

P Steve Cosser, 34, the boyish-lookirw 
former radio and television journalist whi 
recently picked up control of the trouble: 
Ten television network — for almost ne 
thing. Cossers production company 
Broadcom, paid a mere A$30 million for 

20% stake in Ten's holding company 





One winner, Murdoch, and three losers, ata Bond and Fairfax. 


but the ABT is now appealing to the High 
Court. 

This row has cost Bond dear in terms of 
credibility and management time, at a time 
when his empire is under financial pressure. 
The ABT hearing diverted him from keeping 
a close watch over costs at Nine, and despite 
being Australia's most successful network, it 
has not escaped the cost cutting and layoffs 
which are fast becoming regular features of 
life in the Australian television industry. 

Bond Media, which owns the network, 
lost A$2.5 million in the year to 30 June 1989, 
com with a profit of A$44 million the 
year before. Bond Media chairman Warren 
Jones — who organised Bond's successful 
America's Cup yachting campaign — says 
he will cut programming costs and refinance 
its debt to reduce its A$50 million interest 
bill. 

Bond may have to sell all or part of his 
television network. Bond Media is due to 
pay Kerry Packer A$200 million in March 
next year as the final payment for the Nine 
network. There is continued speculation 
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Northern Star. When other concessions ar 
taken into account, including a five-yee 
interest-free loan negotiated with Fran 
Lowy, Ten's owner, it becomes clear th: 
Cosser has a good nose for a bargain. 

Ten was losing money when contr 
passed to him, but Cosser, recently cai 
tooned as the Grim Reaper, has launched 
savage cost-cutting exercise to try to restor 
profitability. 
> Rupert Murdoch — very predictably - 
who sold his Ten network in 1987 to Fran 
Lowy, shopping centre developer, at the to 
of the market for some A$800 million. Wit 
the cross-ownership legislation imminer 
and also because he was under pressur 
owing to his US citizenship (Australian tel 
vision stations may only be controlled b 
Australians), Murdoch decided in late 19& 
to concentrate on building up his print ir 
terests in Australia. 

In December 1986 he launched a succes: 
ful A$1.8 billion bid for Australia's thirc 


largest newspaper group, the Melbourne 
based Herald and Weekly Times, which ha 
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1 him control of some 60% of Australia’s 
wspaper industry. The subsequent asset 
es, economies of scale and the strength of 
» Australian economy have given News 
(rp. increasing profits. Profits before in- 
“est and tax from his Australian and Pacific 
sin operations (which indude Hong- 
ng's South China Morning Post) reached a 
_ "ord A$440 million in the year to June 1989 
.. a jump of more than 80% from the pre- 
fius year. 

. If Murdoch and Cosser can be seen as 
Biinners, the losers include not only Alan 
find, but also: 

. Frank Lowy, Australia's most successful 
_ Opping centre developer, and boss of the 
pu Westfield group. He has only just 
- "ought himself to admit that he never 
, uld have ventured into the television 

isiness. 

. Boldly declaring there to be no difference 
litween running a television station and 
inning a shopping centre, the self-made 
fagrant from Czechoslovakia paid Mur- 
sch more than A$800 million for Ten in 
#87. Now he has virtually given it away. 

wy's struggle to raise Ten from the bot- 
of the ratings ladder cost his company, 
thern Star, dearly — it lost A$41 million 














in the six months to June 1989 and its share 
price has plummeted. 
> The Fairfax empire. The once-proud and 
profitable owner of The Sydney Morning 
Herald, The Age in Melbourne, The Australian 
Financial Review, the Seven Television net- 
work and a slew of profitable magazines, the 
Fairfax group is struggling under the burden 
of some A$1.5 billion in debt — raised to fi- 
nance Warwick Fairfax’s surprise takeover 
of the family company. The privatisation in 
1987 was one of the most highly leveraged in 
Australian history. The cost of the deal has 
included the dismemberment of much of 
the group, which has been in the news- 
paper business for more than 150 years. The 
sale of Fairfax’s Seven network was under 
way before Warwick launched his takeover. 
In the wake of the buyout Warwick had 
to sell the Macquarie radio network and 
most of the lucrative Fairfax magazines. In 
addition, he had to close down the Times on 
Sunday and The Sun newspapers and Triple 
A magazine. His journalists labour on to 
boost profits under a heavy cloud of debt, 
including some A$450 million in high-yield- 
ing "junk" bonds. Massive restructuring 
will be needed in the next few years, 
which wil involve either new investors 
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wn Nigel | Holloway in Tokyo 


or years they played second fiddle to 
the big US banks, but now Japan’s fi- 
M. nancial institutions are beginning to 
ssert themselves in global debt markets. 
wrrowers take note — those sober-suited 
entlemen from Tokyo will be a lot less po- 
se in future. 

The most remarkable instance of muscle- 
»xing so far involves the bankruptcy in Oc- 
Iber of New Zealand's largest merchant 
ank, DFC New Zealand, which reportedly 
ives Japanese banks, insurers and leasing 
wmpanies a total of ¥100-140 billion 
J5$698-978 million). It was the biggest 

ingle collapse to affect Japan's lenders over- 
ras. The creditors are fuming. 

Until November last year, DFC was gov- 
"nment-owned and the accounts to March 
#89 were signed by the auditor-general. 
ine banks want the New Zealand Govern- 
sent to arrange a rescue. So they decided to 
üthdraw their commissioning services 
iom a New Zealand Government ¥50 bil- 
n samurai issue in order to pressure offi- 
als to help them recover their money. 

-Despite a Tokyo meeting on 2 November 
ith a statutory manager of DFC, at which an 
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wapanese banks show their muscle abroad 


official of the New Zealand central bank was 

esent, Japanese bankers say they "got 
nowhere" in sorting out the financial mess. 
The meeting was held to explain the role of 
the statutory manager and to discuss the ap- 
pointment of an "advisory committee" to 
the manager. The banks say they remain 
unclear about the exact role of this commit- 
tee and whether it is solely meant to repre- 
sent the interests of creditors. 

A particular grouse of the banks is that 
the establishment of a statutory manager 
creates a moratorium on any legal proceed- 
ings that they could take to recover their 
money. But the Reserve Bank of New Zea- 
land has stated that "virtually all" of the cre- 
ditors of DFC are unsecured so the question 
of legal redress does not arise, sources say. 

If the New Zealand Government refuses 
to submit to what Finance Minister David 
Caygill has called “blackmail” and does not 
rescue DFC, it could face problems in raising 
funds in the international capital markets, 
where the Japanese banks dominate. Dip- 
lomatic sources say this is "fairly unlikely." 
For the banks "to pursue an international 
vendetta would be counter-productive in re- 
lation to their other clients," they say. 

But the banks are continuing to take a 
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joining the group or further asset sales. 
Fairfax recently reported a net loss of 
A$171 million in the year to 30 June after 
making a profit of A$17.5 million in the pre- - 
vious year. While almost A$80 million of the 


loss was a provision to cover compensation aa 


for US junk-bond holders against foreign- 
exchange losses, the newspaper group still 
lost A$54 million on its year's operations. 

Its situation is not helped by having to fi- 
nance an intense newspaper war being 
waged against Rupert Murdoch on the 
streets of Melbourne each Sunday. The Fair- 
fax group has been forced to sink money 
into a new title, Sunday Age, which was 
launched in August, while Murdoch com- 
petes against them with new Sunday edi- 
tions of the popular Melbourne Sun News- 
Pictorial and the more upmarket Herald. 

Meanwhile, as well as keeping the heat 
on Fairfax, Murdoch is watching closely for 
more possible changes in the legislation af- 
fecting the Australian television industry. In 
Australia for his annual shareholders' meet- 
ing, Murdoch pointed out that Australian 
television was basically "a great business." 

He also said that he had never wanted to 
quit Australian television — he had been 
forced out. m 


hard line. In an extraordinary front-page ar- 
ticle in the Nihon Keizai Shimbun on 2 Novem- 
ber, it was reported that "Japanese banks 
agreed" that the New Zealand Government 
was “acting in bad faith" in its handling of — 
the DFC affair. "Many Japanese think New 


Zealand will be isolated in the international . us 


financial market," the article said. Soon 
after, the chairman of the Federation of 
Bankers Associations, Kuniji Miyazaki, 
warned that the DFC affair would “affect [the — 
New Zealand Government's] bond issues in. 
Japan." 

DFC is not the only sign of a much 
tougher attitude. Japanese banks have indi- 
cated that they will not offer new loans to 
Mexico, which currently owes them about 
US$10 billion. A withdrawal of support 
would jeopardise the plan formulated by US 
Treasury Secretary Nicholas Brady for eas- 
ing the debt burden of developing coun- 
tries. The Japanese banks have also grown 
more cautious about their lending for lever- 
aged corporate buyouts in the US. In mid- 
October, they promised only a third of what 
they were expected to lend for a buyout of 
United Airlines. The deal collapsed, trigger- 
ing a slump on the New York Stock Ex- 
change and other world stockmarkets. 

But the lack of loan and investment op- 
portunities at home is forcing Japanese in- 
stitutions to take bigger risks abroad and in 
markets where they cannot hope to know as 
much as local banks. A big West German 
supermarket chain, Co Op AG, went bust in 
October owing ¥36 billion to Japanese 
banks. The West German banks had man- 
aged to pull out before the collapse. if 
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AVIATION 


Hongkong shipping magnate sells stake in Dragonair 





By Michael Westlake in Hongkong 


nly three weeks after expressing 
() long-term confidence in the future of 

struggling Hongkong Dragon Air- 
lines (Dragonair), its chairman and manag- 
ing director Helmut Sohmen has gone, and 
with him his father-in-law — Hongkong 
shipping and property magnate Sir Yue- 
kong Pao, who sold his 37.8% stake. 

Dragonair made the surprise announce- 
ment that Pao was selling his stake to 
Ronald K. Y. Chao, who already held 
26.53%, on 4 November. Chao's father, tex- 
tile tycoon K. P. Chao, who founded 
Dragonair in April 1985, became chairman 
on 6 November, with Ronald Chao installed 
as managing director. 

No price for the Pao family stake was 
mentioned, and neither the airline nor the 
Chao family gave further information after 
the sale’s announcement. But industry 
rumour was that Pao's shares had been 
bought by Ronald Chao at cost — which 
given Dragonair's paid-up capital of HK$600 
million (US$76.9 million) would mean a 
price of US$29.1 million. 

The fate of the remaining shares in the 
four-aircraft airline was uncertain. About 
26% is held by Hongkong and Macau Inter- 
national Investments, a consortium of offi- 
cial mainland Chinese interests which in- 
cludes China Resources and the Hongkong 
and Macau office of the Bank of China. The 
rest is held by various Hongkong individu- 
als and companies. 

However, local press reports claimed 
that the China International Trust and In- 
vestment Corp. (Citic), China's official over- 
seas investment arm, was expected to buy 
the 35% not held by Ronald Chao, and that 
Citic might even buy the Chaos’ holding. 

Because Citic already owns 12.576 of 
Dragonair's arch-rival, Hongkong's much 
larger and longer-established airline Cathay 
Pacific Airways, this led to speculation that 
the two companies might be induced to 
cooperate instead of continuing to squabble 
over routes. 

Dragonair was founded after the 1984 
Sino-British agreement on handing back 
sovereignty over Hongkong to China in 
1997. The theory was that Cathay's ulti- 
mately British ownership would cause prob- 
lems with China after 1997, despite the 
agreement's statement that airlines based in 
Hongkong would be allowed to continue 
operations. 

Pao was persuaded to invest in 
Dragonair in November 1985 after Hong- 





Pao bails out 


kong authorities expressed unhappiness 
over the company's originally heavily main- 
land-oriented ownership, which clashed 
with nationality requirements for interna- 
tional air-services agreements (ASAS). 

But a chain of events has frustrated 
Dragonair's planned progress virtually from 
its birth. Much of its troubles have been self- 
inflicted. First, according to a top Dragonair 
official, no one consulted the Hongkong 
Government on what the effect of 
Dragonair's creation would be on Hong- 
kong's aviation policy. With Cathay tradi- 
tionally being Hongkong’s only airline, the 
ASAS' principle of reciprocity was satisfied by 
one airline from each foreign country match- 
ing Cathay's services to each country. 

Thus it came as little surprise to anyone 
except Dragonair when in late 1985 the gov- 
emment ruled that, in general, each route 
would be served by only one Hongkong air- 
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line unless demand was greater than one 
airline could satisfy. 

This limited Dragonairs scope, but 
worse was to come. Dragonair's stated am- 
bition was to be a "China specialist," but no 
rights existed for Hongkong airlines under 
the Sino-British ASA then in force. Cathay 
had been trying to obtain China routes for 
years, and government officials agreed that 
there was no reason to let Dragonair jump 
the queue when routes became available. 

Dragonair was thus limited to flying its 
small, twin-engined Boeing 737s to second- 
ary destinations which Cathay, with an all- 
wide-bodied fleet, did not want. Also, be- 
cause of complications in separating out 
Hongkong from Britain's ASAs over the past 
few years, it has been limited to mostly char- 
ter flights. Seats for these cannot be sold or 
advertised directly to the public, and a char- 


FAR EASTERN ECONOMIC ‘REVIEW 


ter “curfew” during peak hours limits 
scheduling options. 

All of this could and should have be 
foreseen. But Dragonair chose to portray 
self as David fighting a Cathay and gover 
ment Goliath, purporting to prome 
liberalisation of air services in Hongko: 
while in fact ignoring international av 
tion’s realities. 

The real blow to Pao, with his muc 
touted influence with China’s leaders, car 
in February 1987. At virtually the same tir 
as Dragonair doubled its initial capital 
HK$400 million, Citic apparently conferre 
China's seal of approval on Cathay wher 
bought into the airline. This provoked 
screech of outrage from Dragonair. Cath. 
had also floated about 15% of the compas 
on the stockmarket in 1986, thus generatim 
its own constituency of public support. 

Today, ironically, the future f 
Dragonair looks reasonably bright, at least 
the longer term. It flies to about 26 destirw 
tions in China and the rest of Asia, witw 
fifth 737 to be leased for the peak winter se 
son, and has plans for further expansic 
Also, a round of Sino-British aviation talks 
October left the impression that the ne 
round in a few months would produ 
benefits for Hongkong's carriers. 

But with pilots' salaries in the san 
league as those at Cathay, to avoid poachi» 
of staff, Dragonair has relatively hij 
operating costs. And with another injectic 
of capital last year and a further one almc 
inevitable if new aircraft are to be obtaine 
the estimated losses of US$6 million a ye 
since its birth will take a long time to repay 

Also, though Ronald Chao is listed as é 
executive director, he has had little to « 
with the company, thus raising doub 
about the new management's ability. 

The next round in the routes battle is s 
for later this month, when Cathay ar 
Dragonair fight before Hongkong's A 
Transport Licensing Authority over rout 
to Hanoi and Ho Chi Minh City in Vietna 
and to Taipei. The Taipei issue is likely to] 
complicated because a new Taiwan airlin 
Evergreen, is seeking routes to start flyiz 
next year in opposition to governmer 
owned China Airlines (CAL). 

Although the problem of designating a 
lines under an ASA does not apply, becau 
flights to Taiwan are covered by a semi-of 
cial agreement between Cathay and CAL, é 
guments will rage about whether the route 
traffic can support two more airlines in adi 
tion to the many others which already fly i 

It has long been joked that Pao's sta 
was costing him far less than the price o! 
second-hand oil-tanker for his World-Wi 
Shipping group. But a trip to Peking 
October, during which he met Chin: 
paramount leader Deng Xiaoping, m 
have convinced him that his money wou 
be better placed back in shipping — whic 
even before his recent retirement, has loi 
been run by Sohmen. 
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@laysian island to 
*"come tax haven 
. The Malaysian island of Labuan, off the 
_ ah coast, is to become an international 
... haven, Prime Minister Datuk Seri 
isahathir Mohamad announced on 6 
ivember. The move is in keeping with a 
_ ger programme to attract foreign 
_ restors and encourage multinationals to 
-se their Asia-Pacific headquarters in 
* *alaysia. The 92-km? island has a free-port 
_stus, a gas complex and a shipyard. 















sew Zealand's State 

surance up for sale 

. The New Zealand Government's 

'svatisation of state-owned State Insurance 
ts up for sale 2576 of the fire and general 

‘surance business in the country. The sale 

to net more than NZ$500 million 

5$295.9 million) and will be open to local 

foreign bidders, provided they 

2et the minimum NZ$500,000 deposit 

ai contract content rules. Already this 

par NZI Corp., which has 1676 of the 

„arket, has passed to a foreign owner — 

“neral Accident of Scotland. The 

"vernment aims to raise NZ$2.5 billion by 

fate-asset disposals before June 1990. 


"NG budget shakes off 
sougainville closure 

Papua New Guinea has announced a 
mdget that defers the impact of the closure 

“the giant Bougainville copper mine for six 
jwonths. The government has drawn down 
ana 80 million (US$92 million) from its 
mineral resource stabilisation fund to help 
my for its Kina 1.25 billion expenditure 
* e. However, the government _ 
precasts a 13% revenue growth for the 
sming year. No external borrowings are 
sanned to fund the Kina 144.5 million 
aficit. 

































asider trading probe into 
ermer boss of Hongkong firm 

Clifford Pang, former chairman of the 
songkong firm Lafe Holdings, will be 
westigated for insider trading. Finance 
ecretary Sir Piers Jacobs decided to set upa 
#ecial tribunal to investigate after receiving 
weport from the Securities and Futures 
ommission. 


apanese Seibu store pulls 
iut of Singapore venture 


* Seibu Department Stores of Japan has 
ulled out of a project to open an outlet in 
ingapore in a joint venture with Metro 
poldings, planned for 1993. Seibu said that 
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rising property prices since signing the 
agreement in May had forced its 
withdrawal. The latest twist in the price 
spiral was when Sogo, another Japanese 
chain, paid S$690 million (US$352.4 million) 
for a shopping complex in September. 


Malaysia to privatise 

state electricity board 

P Malaysia's National Electricity Board 
(NEB) will be privatised from 1 January 1991. 
The government has approved a scheme in 
which 2576 of a reconstituted NEB, to be 
called Syarikat Letrik Malaysia, would be 
sold to foreign companies and the 
remainder offered to Malaysian investors 
and NEB employees. The NEB is estimated to 
be worth more than M$10 billion (US$3.7 
billion) and employs 24,000 people. 


SS Oceania 
B Europe 
BI Middle East and Africa 
Asia 
Central and South America 
North America = 


| New charges brought against 


Carrian's George Tan 

» New charges were brought against the 
former chairman of the defunct Carrian 
Group, George Tan, on 3 November in 
which he was accused of having offered 
HK$888,000 (US$113,846) and 668,000 
shares in Carrian Investments to former 
executive director of Barclay Asia, Stuart 
Leslie Turner in, 1981-82. The prosecution 
also applied to amend six existing charges 
against Tan in relation to WestLB Asia. The 
prosecution said it wanted the case to be 
tried as soon as possible but Tan's lawyer 
said it was agreed between Tan and the 
Hongkong Legal Department in August 
1988 that the WestLB case would not be 
tried until after the Bumiputra Malaysia 
Finance case had been heard. Tan is now 
seeking a judicial review. 
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Indonesia's national airline 

to float share issue 

> Garuda International is to float 25% of its 
share capital on the Jakarta Stock Exchange 
at the end of next year or early 1991. The 
airline's finances have been restructured, 
and group profit should be around US$100 
million this year. Revenue is forecast to rise 
20%. The airline has a US$3.6 billion plan to 
buy new aircraft. 


Indonesia to seek big 
syndicated loan 

> Indonesia will tap the international debt 
markets for a US$400 million syndicated 
loan facility, its first foray into the market in 
almost two years. It is the largest 
international financing arranged for 
Indonesia since May 1985. The loan will 
have an eight-year maturity and an interest 
rate of 0.5-0.625% above Libor. 


South Korea's external 


debt declines slowly 


> South Korea's external debts declined by 
US$690 million from a year earlier, to 
US$30.46 billion at end-September, the 
Finance Ministry said. With foreign assets 
including overseas investments totalling 
US$27.4 billion, net foreign debts were 
US$3.06 billion. Overseas remittances rose 
to US$538 million over the nine months. 


Taiwan firm wins approval 

for convertible Eurobond 

> Taiwan's Securities and Exchange 
Commission (SEC) has approved the first 
issue of a convertible Eurobond by a local 
company, Yuen Foong Yu Paper 
Manufacturing Co., but made no 
guarantees that foreign buyers of the bond 
would be allowed to convert it into Yuen 
Foong Yu stock. The SEC said bond holders 
will not be allowed to convert their units to 
shares until it opens the stockmarket to 
foreigners. The US$60-100 million bond, 
convertible to stock after two years, is the 
first instrument to be offered overseas 
which gives foreigners an option on stock in 
an individual Taiwan company. 


New stockmarket index 
proposed for Singapore 

> DBS Bank of Singapore is to launch a 
new stock index that will track the share 
prices of Singapore-only listed companies at 
the Stock Exchange of Singapore (SES). The 
index, to be called DBS-50, will include 50 
Singapore-based stocks. The move is in 
response to the de-listing of Malaysian 
stocks in the SES by next year. 
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STOCKMARKETS 


a a a Tokyo drifts down with the yen a a a Tapers tc 





a a a Seoul s slump worsens a a Manila welcomes Wall Street fund a a a volumes 
slide in Singapore and Kuala Lumpur in period ending 7 November n a a 


Shares retreated in light to moderate 
turnover due to volatility on Wall Street 
and the weakness of the yen. The Tokyu 
group continued to be the focus of 
speculation, with Tokyu Corp. up ¥90 at 
x2,970. Wakachiku Construction jumped 
¥310 to 3,020 on talk of a bid. Daily 
turnover averaged 785m shares worth 

y 1.2t (US$8.38b). 


Mikel Stock Average, 


Activity centred on continuing rumours 
that Hongkong Bank is to reveal its inner 
reserves as part of amerge i ir 
Midland Bank. Hongkong bank gained 
35 HK cents to HK$7.05. But property 
stocks continued to slip, with Sun Hung 
Kai Properties 20 HK cents lower at HK$12. 
Daily turnover averaged 718m shares 
worth HK$790m (Us$101.3m). 





Most shares fell slightly in thin trading — 
average daily turnover fell 17.32% to 
46.17m shares, worth s$87.05m 
(Us$44.5m). Investors were worried by 
weakness in overseas exchanges, 
including Kuala Lumpur, and loathe to 
return to the market. Landmarks, 
undergoing capital restructuring, bucked 
the trend to rise 2.5 S cents to 41 S cents, 


Sentiment was still dampened by the 
forthcoming split with Singapore, and the 
index fell 0.87%. But Arab-Malaysian 
Merchant Bank, which has proposed that 
shareholders swap shares with a new - 
holding company, jumped 60 M cents to 
M$6,50. Daily turnover fell 15.7% to 
average 25.09m shares, worth M$49.36m 
(Us$18.3m). 


The market settled into year-end — 
doldrums on worries over economic 
overheating. Turnover averaged Baht 
1.73b (Us$66.92m) — more than a third of 
itin Padaeng Industry and Siam Cement. 
Bangkok Bank fell Baht 2 to Baht 297 after 
announcing a Baht 600m rights issue. 
Siam Cement rose Baht 180 to Baht 

5,726. 


hit record levels. Optimism prior to the 8 
Nov. launch in New York of the First 
Philippine Fund, continued to dominate. 
San Miguel Corp. rose P2.50 to P86.50 
and Ayala Property rose 20.6 to 286.50. 
Daily turnover in the four-day trading 
period averaged 1.8b shares worth 
P283.2m (US$12.9m). 





The market shrugged off political jitters to | | 
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Angry investors marched on the Seoul 

. Stock Exchange as the index dropped 
another 16.23 points to a three-month Ic. 
of 877.76. Institutional buyers intervene. 
heavily to shore up the bear market. Dai 
average volume slumped a further 15%: 
4.96m shares worth Won 112.5b 
(US$167.9m). The insurance sector fell be 
5.81%, but Hanil Cement rose 5.7%. 


Nervous investors sold on rumours tha 
the cabinet would increase capital-gaine. 
stock tax. Prices also met resistance as tl 
index approached its historical high. 
Average daily turnover was NT$136.8b 
(US$5.3b), just down from the record se: 
last period. Microtek International fell 
NT$29 to NT$212, and USI Far East 
dropped NT$13 to NT$94. 


Trading remained subdued, with. few’ | 
local investors venturing into the marke 
while overseas investors were net selles 
Turnover in the holiday shortened 
four-day period fell to 445.8m shares 
worth A$775.6m (US$604.9m). Futures 
trading was the most active, but gold 
stocks were also bought, with Dominio: 
gaining 23 A cents to A$1.72. 








All-Ordinarles, 1,848.20 — = 
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| The market drifted lower on the back of 






New Zealand 


weaker overseas markets and underlyir 
investor nervousness, which is now 


reaching down to second-line stocks. 
Fletcher Challenge ended the period © 
down 12 Nz cents at NZ$4.35, and Brierlı 
Investments fell 3 Nz cents to NZ$2.07. 
Volume fell to total 41.3m shares worth 
NZ$90.22m (US$53.4m). 





Speculative stocks fell further as investo1 
continued to give the market a wide 
berth, and the BSE Index fell 18.87 point 
to727.71. Rumours of buying by the Indi 
Magnum Fund, which has Us$157m of 
funds to invest, helped stabilise the 
market. But the undertone remained 
weak. Reliance fell Rs 9 to Rs 82, and Tisc 
ended at Rs 117 (Us$6.92). 


After a series of disappointing third- 
quarter corporate earnings results, 
anxiety over end-year results, coupled 
with mildly depressing economic data, 
sent the Dow Jones Industrial Average 
* into retreat. Trading remained sluggish, 
totalling 736.6m shares, with less 
- computer-driven program trading and 
^ takeover speculation. 
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No other airline gives you as much as Delta. The customs and immigration facility is de- 
Delta flies nonstop from Seoul and Tokyoto signed to speed you on your way, faster than at 
Portland, Oregon. We have thru-flights from Taipei most other West Coast gateways. And Delta profes- 

to Portland. Plus convenient round-trip service sionals are at every gate, ready to help. 

between Taipei and Seoul. Together, Delta and The Delta Connection 
Along the way, well treat you to Delta s award- reach more than 250 cities worldwide. With over 

winning personal service. With multilingual Flight 3,900 flights a day. That's more than any other 





Attendants and Wide-Ridé TriStar comfort. airline system. 
In America, our Portland gateway is an easy So next trip, fly Delta. When you add it all up, 
connecting point. it's a valuable exchange. 





DELTA AIR LINES 
WéLoveloHyAndlt Shows: 


Contact Delta's Reservations Office. Tokyo: Tel: 213-8781. Osaka: Tel: 243-2525. Nagoya: Tel: 561-6161. Okinawa: Tel: 61-9696. 
Guam: Tel: 477-8843. Sydney: Tel: 262-1777. Seoul: Tel: 754-1921. Taipei: Tel: 551-3656. Manila: Tel: 859-215/816-1126. Hong Kong: 
Tel: 5-265875. Jakarta: Tel: 310-1351 or 310-1412. Kuala Lumpur: Tel: 232-4700. Auckland: Tel: 793-370. Singapore: Tel: 337-1730 
or 337-1731. Bangkok: Tel: 233-0566. Bombay: Tel: 244-068. 

Delta Connection flights operate with Delta flight numbers 2000-35999. — $1989 Delta Air Lines, Inc. 
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The Review Publishing 
Company Limited is now 
publishing a quarterly 
index which details by 
country, subject and date 
everything that has ap- 
peared in the Review. 


The index is available on 

a quarterly basis. Sub- - 
scribe now and each 
quarterly index will be 
sent to you automatically | 
as soon as it becomes av- — 
ailable. A vital research - 
tool, the Review index 
will save hours of need- . 
less searching for infor- - 
mation. ORDER YOURS | 
TODAY! Only HK$290 
(US$37.50) for 4 quar- 
terly issues. Just complete 

the coupon below and 
send with your payment. — 


The Circulation Depart- 

ment, Review Publishing 

— Company Limited, GPO 

ee ined BOX 160, Hongkong. 

E Please send my order for the 
Review Publishing Company Lim- 
ited QUARTERLY INDEX. | en- 
close HK$290/US$37.50 (or its 
equivalent in local currency) in 
payment. 






. ata price of HK$3.60 per share 
qd ~ z {Please print in block letters} 


Name: 
Address: 


1116 
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| gration to other countries as well. 


ontact; Edward Patrick Gallagher 
Attorney-at-Law 
P.O. Box 70302 


Washington, D.C. 20088 (USA) 
Tele: (301) 986-9303: Fax: (301) 983-3439 


| U.S. IMMIGRATION/INVESTMENTS 
“stain wipe p to the United States through investments, American branch of- 


(QUENT TRIPS TO HONG KONG, TAIWAN AND SURROUNDING 
EAS. All matters handled by licensed American Attorney. Representation | for im- 
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on pentane and probably unrepeatable d MA 


,000, Showhomes available. 














CANADIAN FARM LAND" 


estor wanted to invest ini Sas- 
Ctchewan Farm. Specializing in 
Seat, durum, and [enti] produc- 
an. Excellent growth potential. 
ser more information contact: 
vac Lee Farms —-— 

; 266, To Sask. 






















Financial Institutions 
Excellent Growth Over 
Last Six Years 

Highly Profitable 

4,5 Million Sales 
Please Reply To: | 
Advertiser Box 1116 c/o! 
FEER, GPO Box 160, HK. 








ublications 


|'URRENCY 
CORECASTING: 

STAYING AHEAD 
JF THE GAME 


vurrency Confidential is a weeky forecasting I * 


petvice for dealers, corporate treasurers and 
süsiness people. «t shows how you and your 
nompany canbenelittrom currency fluctuations 
and movements in interest rates. 


Every week you will get an overall survey of all 


‘he major currencies - where they ara and where. | | 


ey are heading: explicitforeign exchange and - 
Snarast rate forecasts às well às explicit hedg- 
“Ag advice. 


Apply now lora free sample copy to Room M, 
urostudy Publ. Go., Ludgate House, 107 Fleet. 
Sitreet, London EC4A ZAB, England. i 






Securiti & investment Boa 


Kvrostudy Publishing Company is noe iy the 
all ig — -— ia p J 


Mr. William Pinsent of Phuket Land now on 66-76-321207 ^ ^ ^ oi 
5/1 Kalim, oe Sree gens! Fax 66-76-213812: Telex 89513 shp se 


[s -a 3 bedrooms — 31/2 baths 


| | THESTRUGGLE FOR ASIA 


— 121 Astonville St, London SW18. 





p ded siu eraik at Kamala Beach. Prices il USS K a Aj = ; 








Property 


FLORIDA investment opportunity 
Gulf Stream Hotel overlooks park 
& Intracoastal Waterway, 116 rms. 
120-seat dining room; 2.8 acres. 
$5 million. Colin Ritter, R/A, 
BRACKETT AYERS REALTOR, 
1326 N: Dixie Hwy. No. 5, Lake 
Worth, FL 33460. USA. 

FAX 407 586 8794 














MARCO ISLAND, FLORIDA 
BEACHFRONT PENTHOUSE 







a 2,500 sq. ft. air conditioned | 
m 4,000 sq. E Cor m balcony 









Reservations should be 
addressed to: 
international Classified — 
Far Eastem Économic. nid 
GPO Box 160, Hongkon 
et: 5-8328300 Telex: 62497 RÉVAD HX 


















1400 Rare & O/P books. - 
List from Oxus Books, 






If you have something 
tosay...sayit 
in the Classifieds! 











FOR "ge: 
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INTERNATIONAL EXECUTIVE EDUCATION PROGRAMS 
Building on four decades of experience, we bring together 


world-class faculty and senior business leaders who live, 
work, or have an interest, in ve and the Pacific Region. 





| Advanced Maranan Program 


June 24 - July 27, 1990 

A five week program for senior level executives. Participants 
develop fresh perspectives for senior managerial decision- 
making and understanding. of the dynamics of mn business 
in Asia and the Pacific Region. 


Executive Field Study in Asia 

May 1990 

An exploration of the Asian business environment. Program - 
brings executives into the boardrooms and assembly lines of 
Asian industries. This experience will enhance their strategy 
formulations for doing business in the region. 


International Banking & Finance 

July 1-28, 1990 

A four week program for mid-level executives. Program 
provides comprehensive training in new concepts, institutions 
and modes of financial transactions associated with offshore 
banking and multinational corporations. Includes a week of 
bank visits and seminars in California. 


International Business: U.S. & Asia 

July 1-20, 1990 

A three week program for mid-level executives. Focuses on 
skills development in cross-cultural management, international 
marketing and multinational corporate strategic decision-making. 


Participants in the above programs whose native language is not English must be fluent 
in conversational English and be able to read and understand substantial study and 
reading assignments. A six week intensive English program starting in May, 1990, is 
available for those who may wish to sharpen their English business language skills. 


Japan-Focused MBA 

August 1990 - November 1991 

A full-time accredited MBA program that balances the practical 
and theoretical requirements for successfully doing business 
with the Japanese. This intensive 15-month curriculum 
includes Japanese language and culture courses and an 
internship with a major corporation in Japan. Requirements: 
Accredited bachelor's duis TOEFL & GMAT. | 











TIPO 
Director Telephone: 


Center for Executive Development — (808) 948-8135 or 956-8135 
College of Business Administration Facsimile: 


University of Hawaii (808) 944-2037 or 956-3766 
2404 Maile Way, Dept. A Telex: — 
Honolulu, Hawaii 96822. LISA 8216 UHCED 
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At a time when thousands of Chinese intel- - 


lectuals are suffering under Peking/s politi- 
cal crackdown, Qian Xuesen, 77, the US- 
trained scientist who made China's first 
hydrogen bomb in 1967, has publicly 
praised communist party hardliners for their 


^wisdom" in crushing the pro OD | 


movement. 


Qian's support for the arty’ goes be- 


yond the passive cooperation that most. 


. jntellecuals are forced 

to maintain in such 
harsh political times. 
A party member since 
1958, he fiercely de- 
nounced dissident 
and fellow scientist 


— dein the People's Eu 
| a month after the 4 

— June massacre. 

«Born toa rich aah business family, 
he studied aerodynamics and carried out re- 

rch on rockets with leading US scientists 
in the 1930s. During World War II, Qian 
worked in US defence establishments and 
was made director of the rocket section of 
the US National Defence Scientific Advisory 
Board. He was briefly arrested and pre- 
vented from returning to China in 1950. 








When Qian eventually returned after much 
diplomatic intervention, he carried 800 kg: of 


scientific documents with him. 

This last encounter with the US may 
have fostered in him the feeling that China 
cannot lose face in front of foreigners, no 
matter how bad domestic politics may be. 


Lobbying on real issues 
Soh Kyung Suk, 41, would seem to have im- 


| peccable credentials for membership of 
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South Korea's dissident movement. As a 
church activist and union organiser in late 
1970s he was jailed three times by South 
Korea's military leaders before moving to 
the US in the early 1980s. On his return to 
Seoul, he was named head of the Christian 
Institute for the Study of Justice and Demo- 


cracy, an influential dissident think-tank. 


But South Korea's dissident movement had 


shifted far to the Left and he was, he says, : 
"excommunicated" from the movement in 


mid-1988. ^. 

To get back into the political mainstream, 
Soh recently helped found the Citizens' Co- 
alition for Economic Justice (CCEJ), which 
hopes to inaugurate a new style of Korean 
politicking: the open lobbying group. It will 
not stage any illegal demonstrations — it has 
been denied demonstration permits by 
city authorities — and it firmly rejects 
violence. 


ahead of the p 
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Héhai brains and 
The Indonesian army's Lieut-Col Pane 


-Fang Lizhi for being 
unpatriotic in an arti- 


| suade their followers to s 





issue for people i 


Fyongyang [to promote reunification} . 





key issueis land and housing." "The ccg 
ti the tactics of US non-profit lob- 
ying groups, and hopes to broaden its 
agenda to include educational. reform and 





D analyses of legislators’ voting: records. 
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Subianto, 38, is finding it hard not to attract 
attention despite his efforts to remain, as he 
puts it, “just an active field officer.” His 1983 
marriage to President Suharto’s second 


daughter, Siti Hediati Hariyadi, ‘does not 


allow him the usual anonymity of the uni- 
form. | 
The third child of leading economist 


Sumitro Djojohadikusumo, he studied in ce 
England and the US before joining the elite 


1st pee ee unit, ai He was 





sent to East Timor with the uniti in the early 
1980s anid later served with Indonesia’ s sec- 





retive anti-terrorist unit, Detachment 81. 
Quick-witted and well educated, his pros- 
pects as an officer are considered bright. 
Prabowo has just. completed a tour of 
duty i in East Timor, where he commanded 
the crack 328 Battalion which gained some- 
thing of a reputation in East Timor for its 
forays into the hills to search for: rem 









his unit are said to be “helping: e army per- 





His new duties are. likely: be as 


— a rapid response unit based in and 


around Jakarta which can be deployed any- 


where in the country in the event of a sec- 


urity problem. As Kostrad commander in. 
1965, his father-in-law wat 






which eventually led to the « downfall of 


Sukarno. 


FAR EASTERN ECONOMIC REVIEW 






"The [dissident] movement is too far 
C ple,” he said. “The real 


tions and the oil in- 

ants of 

. the Fretilin insurgency. Prisoners taken by an executive position 
the with Ayala Corp. 


E | part of. 
"the strategic Command. Reserve, or Kostrad 


onsible. for d 
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Pad S as Los chida authoress W 


. -Hsia, 47, has abandoned her quest to run. 
the Legislative Yuan (or parliament) in th. 


December elections. Her candidacy was 
jected on the grounds that she had not co# 
pleted high school. 

Liu argued that because of arthritis si 
was unable to complete a formal educati 
after primary school. She says she has ec: 
cated herself well beyond high school lev. 
and cites as proof her 22 books, mos 
novels and inspirational essays, some 


which have won prizes. She has also wid 
more thar 





n 40 television scripts. 
Nevertheless, officials insisted that. s 
sit an examination, but because of admir 
trative problems this will not be possi* 
until after the election. | Despite Liu's wii 
drawal, the lack of facilities forthe handice 
ped is likely to figure as an issue in the I 
cember elections. The Alliance of the P 











T cally Handicapped, which sponsored d 
candidacy, plans to field other parliame 


tary candidates in northern, southern à 
central Taiwan. 


Diplomat's difficult choice 
When Ferdinand Marcos died in Hawaii 
September, the Philippine Government tc 
its ambassadors they should use their ov 
discretion in deciding whether to fly the » 
tional flag at half-mast. As far as Honoh 
Consul-General Tomas “Buddy” Y. 
was concerned, there was no choice to 
made. 

In refusing to lower the flag, Gom 








found himself under fire from Marcos loy 


lists. He is no stranger to controversy, giv 
theresponsibility he has had for keeping te 
on Marcos and his family since he was e 
pointed | consul-gen- 
eral following the 1986 
revolution. A class- 
mate of the late oppo- 
sition leader Benigno 
Aquino at Manila's 
San Beda school, he 
worked in public rela- 


dustry before taking 





With his bow ties, glasses and big sm: 


“he has often been compared to Grouc 
Marx. Although he does have an engagi 
sense of humour, he also has a serious si 


He defies categorisation according to c 
friend. "He can be an executive, but he « 
also be a street fighter when the situati 
calls for it. If you give him a job, it’s tc 


"| commitment.” Now in his mid-50s, he 


taking a political science course at the U 
versity of Hawaii. 
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NORTH-EAST GREENLAND: UNINHABITED EXCEPT FOR THE MEN AND DOGS OF THE SIRIUS PATROL. 


The Sirius sledge patrols 
deep 


and their Rolex watches are 
ozen most of the year. 


Greenland is vast — the largest island in the 
world. 840,000 square miles of unrelenting, 
unforgiving wilderness which lie mainly within 
the Arctic Circle. 

A fierce landscape of snow and frozen fjords, 
which is virtually inaccessible save for a few brief 
weeks when breaks in the Arctic ice pack will 
allow a ship to make a difficult and dangerous 
passage. 
The landscape has a sav- 
age beauty — that is to say, 
when you can see it! The sun 
sets in the middle of Novem- 
ber; then darkness descends 
for three to four months. 
Greenland total population 
amounts to a mere 53,733 
people. The  north-eastern 
part of this island is completely uninhabited. 

Uninhabited, that is, except for the men and 
dogs of the Sirius patrol. 

From Daneborg, the sledge patrols set out, 


the sledge patrol s 
inspechon area 





p by locally-bred dogs. The sledges are home- 


uilt. (In the wilderness, its easier to 
repair a sledge youve built yourself.) 

The patrol is composed of volun- 
teers from the Danish navy, and there is 
no shortage of sxliosnb b this work. 

They work around the clock, seven 
days a week for 25 months. Mail and 
provisions arrive once a year. On patrol, 
temperatures can drop to 50° below zero, 


ded 
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and blizzards are a frequent hazard. 

A regular discomfort is the Gree 
andic ‘piteraq’ wind, which blows for s« 
eral days at a speed of over 180 kph. 

These men regard themselves as neithi 
heroes nor supermen. They say the 16,0C 
kilometres of coastline are not dangerous “pı 
vided that you use your training and yo 
experience...exercise caution at all times...ar 
have a bit of luck!" 

The men themselves are responsible for cho 
ing every single piece of their Arctic equipment. 

And a Rolex Oyster is one piece alzada 
considered to be vital. 

In such savage conditions — the months ar 
months of endless night, the unpredictable fh 
tuations in temperature, the wind, the snow, tl 
thousands of kilometres of bone-shaking, exhau 
ing sledge journeys ~ an Oyster can be relied upc 
to keep going with dependability and precisie 

And thats everything when, as Af 
the Sirius patrol says, "the nearest w 
watchmaker is several months ROLE. 


" 
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THE ROLEX GMT-MASTER CHRONOMETER IN STAINLESS STEEL. 
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LETTERS 


Suharto astride the tiger E 
While R. Wiliam Liddle's views on In- 
donesia are always interesting, I would like 
to add the following footnotes to his THE 5TH 
COLUMN [9 Nov. ]: 

> Suharto's autobiography mentioned by 
Liddle does not seem to have struck many 
international media reviewers as proof of 
what Liddle saw as the man's superb com- 
mand of economics, finance and statecraft in 
general. 

> When Liddle spoke of "the" armed 
forces, he almost suggested there is such a 


as 1968 depoliticisation of the Indonesian 
armed forces had already set in with the 


dual function, Gen. Nasution. 
the possibility that the world is witness- 


ing the living example of a man worried sick 
about getting off the tiger he has been riding 


- for almost a quarter of a century? 
-Jakarta 
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o wb Baseless charges against dissident 
- uiy. Twenty-three years after it imprisoned Chia 


| Thye Poh without charge, the Singapore 
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Government proffers "evidence" that pur- 


“ports to justify forcing this political oppo- 
- nent to spend the prime decades of his life 


behind bar [LETTERS, 28 Sept.]. The flimsi- 


ness of its proof only confirms the wide- 


spread belief that the real cause of Chia's 
prolonged detention was his effectiveness 
as an opposition spokesman. 

< To justify Chia's detention, the govern- 
vent in its letter cites Chia's advocacy of 
“street demonstrations, protest meetings, 
[and] strikes" when he and fellow Barisan 
osialis MPs resigned their parliamentary 






ge in October 1966. But apparently recog- 
nising that these are legitimate forms of pro- 


test in a democratic society, the government 


ominous reference to "a Singaporean echo 


. of the Cultural Revolution.” Placing Chia's 
_ statement in context belies this allusion to | 
-o violence. 
_ Chia made clear at the time, in response | 

to a reporter's question, that he did not 
mean that he was "abandoning the con- 
stitutional struggle, only that he was. 
$ “taking the struggle out of parliament . 


[and] into the streets." “What is the use of 
staying in parliament when the PaP [Prime 


- Minister Lee Kuan Yew's People's Action 
|^ Party] stop us from speaking?" he is quoted 


as saying. "There will only be democracy 
when the PAP hold general elections" under 
conditions that included the "release of all 
political detainees” and the "revision of ‘un- 
democratic election laws.” (The Straits 
Times, 9 Oct. '66.) 


FAR EASTERN ECONOMIC REVIEW 


well-defined polity, while in fact as early 
side-tracking of the architect of the military - 


P» While all the scientificarguments used by — 
Liddle were fine, why not consider also 


tries to dress up Chia’s remarks with an 


The government in its letter next tries to 
justify detaining Chia by claiming that he 
was a member of the Communist Party of 
Malaya. But the government first made that 
claim fully 19 years into Chia's detention, 
during a speech in parliament by Minister of 
Home Affairs S. Jayakumar. Chia flatly de- 
nies the charge, and the government has 
produced no proof to support its belated as- 


sertion. KENNETH ROTH 
New York Human Rights Watch 
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Too little democracy, not too much 
Conrado de Quiros hit the bull’s eye [THE 


. STH COLUMN, 2 Nov.]: the problem of the 


Philippines stems not from too much free- 
dom, but from too little. 

|. Since the people's power revolution of 
1986, there have been some encouraging 
signs that ordinary Filipinos have come to 
the conclusion that the bloated bureaucracy; - 
in Manila is useless, and thus have started to 
“do their own thing.” Another encouraging —~ 
sign is the emergence of younger political — 
leaders who have been educated in the US 
and other Western countries or who lived . 
in the Philippines during the martial-law ~- 
years, and as a consequence have absorbed 
the essence of the American democratic sys- 
tem: local control. 

Sen. John Osmena’s crusade to trans- 
form the Philippine Government into a fed- 
eral system is a step in the right direction, for 
that is the only way that the power of the 
Manila bureaucrats can be transferred to- 
where the action is — the towns and cities of 
the outlying provinces. | 

- If the congress and the executive branch 
dò. not respond to the clear need to decen- 

tralise decision-making in government, 
Filipinos should stage another people's rev- 
olution by completely i ignoring the central 





government in Manila and follow what =- f 
Mikhail Gorbachov has called the Frank 


Sinatra Doctrine — and do it their way. 


a cim EUGENE V. CORAZO 
Nobel ae for student : 
Your report of a possible nomination of Liu 





. Xiaobo for a Nobel peace prize [PUBLIC EYE, 
| 26 Oct. ] may be based: on a misunderstand- 


i along with several people in Norwáy 
have form: posed the nomination of 
Chai Ling, representing the Chinese stu- 
dents’ democratic movement, for the Nobel 
peace prize for 1990. The nomination was 
made with the unanimous support of the 
staff and students of the Department of East 
Asian Studies atthe University of Oslo. Itwas . 

usly supported by theindepen- — 








| dent Chinese Students’ Union in Norway. 


It is possible that someone in Norway - 
has also suggested Liu for the award. No - 
member of staff from this department has 
been involved in such a suggestion. 

May I take this opportunity to appeal to 
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After thirty years Mercedes stars 
in the winner's circle again. 


Once more, the Mercedes-Benz name is acclaimed as 
a leading force in motor racing, by winning the gruelling 
Le Mans 24 Hour Race and taking the crown at the 1989 
World Sports Prototype Championship — for both team and 
driver. After an absence of more than three decades away 
from the track, the Silver Arrow racing cars and the expert 
Sauber-Mercedes team provided overwhelming proof of 
their ability, competitiveness and reliability. 


Racing engine based on S-Class V8 

The engine in the Silver Arrow cars is based on the 
5.0 litre V8 used in the Mercedes-Benz S-Class road cars. 
Only an engine of exceptional durability and strength could 
have been the starting point for such a competitive, 720 bhp 
racing power plant. The punishment and stress endured 
from speeds of up to 248 mph in the toughest conditions 
are evidence of this. 


Translated into everyday driving conditions, what we 
learn from the fastest "research laboratories” on four wheels 
gives us valuable insight into ways of further developing our 
standard vehicles for you. For instance: The racing V8 engine 
in the Silver Arrow car is already showing our engineers 
how to achieve greater fuel economy without compromising 
power and speed. The secrets learned will soon find their 
way into our road cars. 


So, although we are looking forward to a repeat 
performance of racing accolades next season, our 
commitment is to provide you with winning performance, 
all the time. 


Mercedes-Benz 


The unforgettable experience. 
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Commercial Motors Corporation ycle & il Motors Inc. 

Mercedes Ave, San (1986) n Kang Road, Sec. 3 Building No. 3 > KERRIN 
Makati, Metro Manila 1; 241, Alexandra Road Rachadamnoen Avenue X P 
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ur readers for information about Chai 
sing and the student demonstrations this 
ear to support her nomination. Materials 
n be returned on request, and requests 
r confidentiality will be scrupulously ob- 
rved. The proceedings of the Nobel com- 
ittee are themselves completely confiden- 
i BONNIE $. McDOUGALL 
University of Oslo 
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Blipinos without ethical bearings 
** A masterly manipulator [12 Oct.], the 
osituary of Ferdinand Marcos. The Marco- 
yan moral shallowness continues to thrive 
various degrees in the Philippines, even 
_ his successor. Our greatest national hero 
ad philosopher-scientist, Jose Rizal, would 
_y it springs from a culture's inability to rec- 
se abstract principles of ethical thought, 
tenduct and truth. 
_ For all their abuses, colonial Spain and 
se US tried to instil Western civilisation's 



















splants have the Confucian ethic of re- 
sibility for oneself, family and society. 
t these values and modes of thought have 
5t put down tap-roots in our country. 
. Marcos was like most of us who re- 
i*atedly elected him: inclined towards hol- 
wness, short-term greed and bribery, and 
en to lying and bombast. Filipinos have 
ll to come to terms with their own 
ortcomings. Yet what modernising demo- 
cies needs most is people able to face up 
reality. 


fanila (Dr) ROBERTO M. BERNARDO 
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Prailand’s unique, gentle charms 

woods [The lust frontier, 2 Nov.] that the 
sourism Authority of Thailand (TAT) abetted 
ae proliferation of sex tour operations and 
&edia advertising, or threatened and at- 
&cked protesting women's groups, and that 
Me TAT governor suggested a keep-quiet 
"uce between the health minister and 
Kaadyai business community in the in- 
erests of tourism. It seems Handley's 
sandlings of the Thai sex scene is another in- 
tance of focusing an overbright spotlight on 
small slice of the Thai tourism cake. 

It was to be expected that the AIDS issue 
would arouse heated passions and blind ac- 
usations. Recently in the press, the AIDS 
ipidemic as related to the Thai tourism 
cene has been blown out of proportion. 
iacts are blurred or magnified, hazy interpo- 
ations are readily accepted as authority. But 
re false alarm must be stopped. 

< Contrary to Handley's piece, everyone 
hould know that we support sensible, fac- 
jal media reporting on AIDS and that we 
ipport all education campaigns to raise the 
"blic awareness of the nature and spread 
ft the dreaded disease and the need for self- 
tion. Any effective measures adopted 










destination. 


by the Thai Government to curb its spread 
would be fine with us. It is the welfare ofthe | 
Thais, not the tourist dollar, that must come | 
first. | 

. Would it not be sheer vulgarity and - 
short-sightedness on the part of govern- | 
ment policy planners to use sex as the sell- | 
ing point in national tourism promotions, 
explicitly or otherwise? Thailand's tourism 
attractions are many and unique in South- 
east Asia — in the beauty of our nature, folk 
culture and historical scenes, our shopping 
facilities and our gentle, youthful way of life. 
These indigenous assets, which are incom- 
parably above the sex trade in appeal, are 
the pillars we rely on to grow into a strong 


You are receiving and spreading a 
wrong message in depicting sex as the 
mainstay of Thai tourism. 

DHARMNOON PRACHUABMOH 
Governor 
Bangkok Tourism Authority of Thailand 


Naivete as a Welsh hang-up? 
In TRAVELLER'S TALES [2 Nov.], there was a 
reference to a newspaper advertisement of 
"an exhibition . . . of native handicrafts," 
sponsored by the Yugoslavian national car- 
"ier JAT, at a Sydney gallery. 

On viewing the ad, which promoted an 
exhibition of "Yugoslavian naive works" 
held in Woollahra, Sydney, your columnist 
wondered whether it displayed Woollahran 
or Belgradian "naivete" as he apparently be- 
lieved there had been a misprint of the word | 
"native." In fact, it was neither. 

Art Naive is a legitimate genre of child- 
like painting which has its beginnings in the 
French Impressionist movement of the late 
19th century. Notable exponents of the 
genre include Rousseau and, on the fringes 
of the movement, Picasso and Matisse. 

The Sydney exhibition was not of Yugo- 
slavian native handicrafts but rather of 
paintings by popular artists from Yugo- 
slavia, where the, er, natives show a particu- 
lar talent for this style of work. | 

Might I suggest the naivete is neither 
Woollahran nor Belgradian in nature but 
closer to Welsh. 
did 
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Corrections | 
The name of the Australian ambassador to South | 
Korea, Richard Broinowski, was incorrectly | 
spelled in Clearing the air [9 Nov.]. 
| 
| 
| 


In A call to account [9 Nov.], the chairman of 
SGV and Co. of the Philippines was incorrectly 
identified. He is Washington Sycip. 


Pseudonyms are accepted, but letters intended a | 
publication in these columns must bear the | | 
writer's signature and address. | 

| | 
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Extraordinary 
political reforms in 
Eastern Europe are 
paving the way for 
potentially huge 
shifts in trade and 
investment 
patterns, directly 
challenging Asia's 
newly won position 
a s ME UE WE 
economy. The lifting of the "Iron Curtain" 
holds out the prospect of a rejuvenation of 
Europe as an economic entity. 
International Finance editor Anthony 
Rowley details the wave of reform and 
highlights the probable early impact it will 
have on Asia's business, trade and 
investment. He examines the investment 
and trade potential of newly liberated East 
European countries. Seoul correspondent 
Mark Clifford shows how South Korea's 
trade and aid efforts have so far been 
dictated by political considerations. Tokyo 
bureau chief Charles Smith explains why 
Japan has been slow to come up with 
proposals to help Eastern Europe. 84 
Cover illustration by Zoran Mekisic. 


Regional Affairs 


China: Deng Retires 

Although Deng has retired from his last 
party-military post, he is likely to wield 
influence in an effort to bolster his 
successor, Jiang Zemin 10 





eS ee) 
INTELLIGENCE 


Lai Sun Setback 


Hongkong brokers are awaiting further 
unpleasant surprises from high-flying 
property and garment holding company 
Lai Sun Garment (International), which 
disclosed a 27.7% drop in annual profits for 
the year ending July 1989. The owner of 
the 40-strong Crocodile chain of clothing 
stores, a stake in Hongkong's ATV 
television network and a host of property 
developments, had been telling 
Hongkong's investment community that it 
expected its 1989 pre-tax profits to top 
HK5600 million (US$77.4 million), not the 
HK$254 million it eventually reported. Lai 
Sun vice-chairman Peter Lam, whose 
family has been the major group 





Jiang and (10). 


Malaysia : Insurgency 
The Communist Party of Malaya is set to 
quitits struggle 11 


Philippines : Veterans 

A US court decision gives Filipino World 
War II veterans hope of securing long- 
overdue benefits which could cost more 
than US$1 billion 12 


Sri Lanka : JVP 

The killing of the jVr"s two top leaders by 
the security forces is seen as delivering a 
crippling blow to the extremists 12 


New Zealand: immigration 
Immigration minister Roger Douglas 
unveils a radical scheme to reverse the 
outflow of skilled workers 13 


Cambodia: Reconstruction 
Whichever government takes power in 


shareholder, has been avoiding queries 
since the results were announced on 11 
November. 


Unions Head East 

The staunchly anti-communist 
International Confederation of Free Trade 
Unions (ICFTU) is unhappy with a series of 
trips by 200 South Korean unionists to 
China. The Brussels-based ICFTU issued 
guidelines against travel to China by 
affiliated national federations after the 4 
June massacre. The South Korean 
Federation of Korean Trade Unions and 
the country’s Labour Ministry have 
organised five tour groups to visit 
workplaces and tourist sites in Shanghai 
and Peking. Trips to Eastern Europe and 
perhaps the Soviet Union are planned. 


Cambodian Considerations 


Canada has joined the growing ranks of 
Western countries re-evaluating their 
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Phnom Penh faces a massive task in 
rebuilding the country’s infrastructure $8 
Cambodia : Politics 

Western countries, uneasy over backing 
the Khmer Rouge, modify their policies 
India : Election 

The controversy over a temple-cum- 
mosque site inflames communal passion. 
in the run-up to the general election 20 
Australia : China Relations 


Former ambassador to Peking Stephen 
Fitzgerald blasts Canberra 23 


Thailand: Politics 

Prime Minister Chatichai is forced to cance 
a US visit and concentrate on domestic 
affairs, following criticism of his handling 
of a typhoon disaster 26 

Laos : Diplomacy 

Lao Premier Kaysone Phomvihan visits 
Japan in search of aid 31 


Burma : Political Prisoners 

The military regime is to create a detentio. 
centre in a remote northern district to 
house its new political prisoners 31 
Philippines : Autonomy 

Governors clamour for a real devolution c 
power from Manila as pledged in the 
post-Marcos constitution. Meanwhile, a 
referendum on autonomy in Mindanao 
seems likely to be disputed 32 


Taiwan: Election Campaign 
Opposition calls for independence now 
dominate the hustings 38 


policies towards Cambodia following 
Vietnam's claimed troop withdrawal in 
September. A delegation of three Canadiz 
diplomats visited Cambodia in late 
October, marking Canada's first diplomat 
contact with Phnom Penh since the Khm 
Rouge victory in 1975. The delegation wa 
headed by Allan Sullivan, Canada's 
ambassador to Rome and the co-chair of 
one of the subcommittees at the 
international conference on Cambodia in 
Paris in August. 


Militancy Pays 

Students in two colleges in Hanoi 
mounted protests against their poor livin; 
conditions at the time of the pro-democra 
uprising in neighbouring China in May. 
The Vietnamese Government, fearing thé 
the discontent could spread, quickly gave 
in to the demands, including doubling 
each student's food allowance. Student 
leaders were surprised at the ease of their 
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success and frustrated that they had not "from above" to press charges. The weakness of the ruling Liberal Democratic 

sasked for more. Vietnamese officials, students were arrested following a Party, the MSDF's request is likely to be 
fearing that the protests could spread to demonstration at ITB during a visit by turned down, though it is expected that a 

sother campuses, ordered Vietnamese Home Minister Rudini. Their arrest carrier will be built eventually. 

"journalists not to report the incidents. rompted several students to mount a | PENES: 

: pcdes Old Habits Die Hard 

Pressing Charges | r f Opium addiction is re-emerging as a 

A dozen students 2 The Offensive Navy problem in parts of China. In Xian, centre 
from Indonesia's i AsJapan’s current five-year defence of the country's arms production, young 
prestigious Institute ' programme draws to a close in 1991 and people are smoking a semi-refined form of 
of Technology at the government begins to dratt its the drug from Yunnan province which is 
Bandung (ITB), who successor, the Japanese Maritime Self- wrapped in paper like sweets and selling 
have beenin — Defence Force (MSDF) has submitted a for Rmb 25-30 (US$6.70-8.05) per “hit.” 
detention since Ao SE shopping list, which includes a request for ^ The trading often takes place in the street 

August, face possible g-g7/s we, the purchase of an anti-submarine warfare with the seller offering the buyer a "sweet" 
trial for subversion ae ee carrier, which also could be defined as a in exchange for cash. The sellers include 
following a Justice Rudini. small-sized aircraft carrier. If the taxi drivers, prostitutes and “young 
Ministry move to government agrees, this would representa hooligans.” One reliable informant 

block their release. Human-rights major step in Japan's defence build-up. But estimates there are more than 1,000 addicts 
groups said local security officials in given the political controversy that might in Xian and at least one regular smoking 
Bandung had favoured their release to arise, with critics interpreting itas another den, but police so far seem unwilling to act, 
avoid fuelling student anger on campus, steptoJapan'sdevelopmentofanoffensive possibly because they have been paid 

"but the ministry had received instructions military capability, and the current off. 
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CHINA 


— Deng remains influential even in retirement 
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hinese leader Deng Xiaoping re- 

tired as the chairman of the Central 

Military Commission (CMC), his last 

V official party post, on 9 November 

at the latest plenum of the Central Commit- 
tee of the Chinese Communist Party (CCP). 
He was replaced by Jiang Zemin, the 


a : former Shanghai party chief, who had been 


elevated as the CcP’s general secretary in 


June. 


The party plenum also adopted a deci- 
sion on continuing the economic retrench- 
ment policies — initiated by Premier Li 
Peng and planning chief Yao Yilin in late 
1988 — for at least two more years, but 


- .- fiang/s promotion was the real highlight of 
.. the meeting. Although Jiang now holds the 


top slots in the party and the army, Deng 
had to openly reiterate his support for his 
successor after the plenum. 

In a televised speech after the new 
CMC met on 12 November, Deng defended 


Jiangs appointment: "I believe that the new 


_ party centre with hang Zemin as its core has 


.. been determined by a correct selection by 


the entire party. He is a qualified CMC chair- 
man because he is a qualified party general 
secretary." At a subsequent meeting with a 
visiting top-level delegation of Japanese 
businessmen, Deng again praised his re- 
placement: "As an intellectual, he knows 
more than I do. He may not have as much 
experience as I do, but experience can come 
through tempering . . . With this new 
leadership group, my mind is very much at 
ease,” 

However, analysts who have seen two of 


Deng’s anointed heirs-apparent — Hu | 


Yaobang and Zhao Ziyang — go into politi- 
cal oblivion in recent years, are not so san- 
guine about Jiang. For one thing, Jiang has 
no strong personal power base either in the 
party or in the army. 

Jiangs mandate to paramount power 
seemed already seriously compromised at 
the outset with the promotion of CMC gen- 
eral secretary Yang Shangkun to the CMC 
first vice-chairmanship, and elevation of his 


younger brother Yang Baibing as the new 


CMC general secretary. The younger Yang is 
also the chief of the General Political Depart- 
ment of the People's Liberation Army (PLA). 


A Thus the Yang brothers have emerged as 


the clear winners in the military leadership 


d .changes. 


tis undear ; as yet what meaningful role 


ad 


Jiang can play as CMC chairman beyond 
being a mere figure-head. Functionally, both 
the Yangs will manage the CMC's daily af- 
fairs, and given his virtual lack of experience 
or knowledge in military affairs, Jiang’s 
input into the military decision-making pro- 
cess is likely to be minimal, especially be- 
cause much of his time and energies will be 
taken up with his duties as the party chief. 
Most analysts agree that Deng will 
remain decisively influential from the 
sidelines. His power comes from his per- 
sonal prestige rather than from any official 
position, ibd this has been seen to 


$ OFFICE 


RETIREMENT 
HOURS : 


9-an — 5pm. 


Sunay AS USUAL. | 





weaken during the recent political and eco- 
nomic turmoil.  . 

After stepping down, Deng said he 
would continue to play a key role in the po- 
licy process. "Though I have left the army 
and retired as well, I will still concern myself 
with the cause of our party and state, as well 
as the future of ourarmy,” he said at the first 
meeting of the new CMC on 12 November. 
Jiang, in an interview with the Japanese 
press, reiterated Deng/s continuing impor- 
tance in decision-making, saying: “Tf any 





problem arises, we will. consult comrade 


lus. down." 





Deng, and he will never tu 


Deng still retains the chaimatelip. of the 
State Central Military Commission, a shadow : 


lly step - 
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of the party CMC, and he will form 






down from this post at the next meeting € 
the standing committee of the Nations 
People’s Congress, the country’s parliamen* 

Much as Jiang depends on Deng's back 
ing, he will also have to rely significantly o 
Yang Shangkun's support to wield infi 
ence over the PLA's top brass. How thy 
Jiang-Yang: relationship evolves will be cru. 
cial if Jiang is to avoid a repeat of the fate c 
Hua Guofeng, Mao Zedong's appointe: 
successor who also became CMC chairman i 
1976, but only lasted four years before beirw 
replaced by Deng. Hua's example vividl. 
demonstrates how untenable a formal sue 
cession process is if the heir-apparent doe 
not have his own power base. 

Although there was considerable spect, 
lation in the summer that Yang and Den: 
had fallen out over the CMC succession, the 
available evidence shows that there was n: 
friction, and Yang remains Deng’s loya 
lieutenant. Certainly, by promoting Yang 
Deng seems to have also entrusted Yan, 
with the responsibility to look after Jiang. - 

That Yang has managed to increase hi 
power in the changeover surprises some oF 
servers, especially as there has developed. 
mood of concern in Peking in recent month 
over Yang's efforts to increase his influenc 
to possibly become the next paramoun 
leader. Although Yang formally plays sec 
ond fiddle to Jiang, in reality there is littl 
doubt that it is he who firmly controls th 
military now. ! 


S CMC first vice-chairman, and witt 
the CMC's affairs now being over 
seen by his younger brother, Yang, 
who is also the state president 
will be able to play a more active politica 
role to further strengthen his position 
One of his major weaknesses, however 


is a relative lack of expertise in economic 


Yang Baibing now follows in th 
footsteps of his older sibling to become th 
new military strongman, and also a ke 
player in party-army relations. In addition 
the younger Yang was named to the CC 
secretariat, and observers believe that hi 
will also be given a seat on the politburo, i1 
which replacements to fill a number of vac 
ancies have yet to be made. 

CMC deputy-secretary general Liu Hue 

ing was also promoted as a vice-chairman e 
the recent party plenum, while his apis 





| Hong Xuezhi was retired. A CMC vice-ch: 
y S post has traditionally been. tae senio 
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retired generals who play an advisory 


m military policy. Liu’s promotion is 
as a boost for the navy. He is a former 
ander of the navy, and one of his 
eas of responsibility in the CMC has been to 
versee its modernisation. 
. Hong's departure came as a surprise. He 
-as been a loyal supporter of Deng, and has 
"een playing an important part in the PLA's 
_aodernisation and also improving the PLA's 
lei in aiding general economic reforms. Mi- 
attachés in Peking say that Hong’s 
oor health in recent months may have 
een a major factor in his retirement. 

A major reshuffle of the rest of the senior 
-ailitary leadership is expected shortly. The 
ieshuffle i is expected to see the consolidation 
mf Yang Shangkun’s control, with more of 
ais supporters gaining top military posts. 
N ang Ruilin, a Deng loyalist who is cur- 
-ently a director in the CMC's General Office, 
-s tipped to become the PLA's next chief of 
ae general staff (CoGS). The present Cocs, 
“hi Haotian, is likely to be moved to fill 
ang Baibing's political department slot. 
-A major reshuffle is also expected among 
he military regions. This could see rewards 
or commanders whose regions performed 
rell during the political turmoil earlier in the 
ear, such as Peking and Shenyang. Obser- 
ers will look out in particular for the com- 
wnander of the Nanjing military region, 
Kiang Shouzhi, given Jiang's links to Shang- 
"^ai. 


























Robert Delfs writes from Peking: According 
o the party plenum’s decisions summarised 
n a communique, there appears to be little 
hange in the party's official policies of slow- 
ng down economic growth to 5-676, restrict- 
ng expansion of money supply and credit, 
*and holding down fixed investment. | 







The plenum reaffirmed that reform is - 


7 "the selt-perfection of the socialist system" 

— which is to say that reform should not be 
i inderstood as the evolution of the socialist 
system into something else — a statement 
which has recently been frequently reiter- 
gated by Premier Li. There were also general 
platitudes of support for strengthening the 
party's ideological work and the long- 
term struggle against bourgeois liberalisa- 
tion. 
But the wording of the communiqué did 
not suggest any dramatic leftward shifts in 
policy, and it does not mention whether the 
plenum decision incorporates new restric- 
tions on the private sector or the factory re- 
sponsibility system, which have been under 
attack by orthodox conservative party lead- 
ers in recent months. 
These inconclusive results suggest that 
the long-awaited plenum may have actually 
been a stalemate in which resurgent leftists, 
who hoped to decisively roll back some of 
.the Zhao-era economic reforms, and the 
-provincial and minsterial party leaders, who 
wished to retain them, essentially Smoid 
each other out. | 
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MALAYSIA 


Malaysian communists negotiate end to campaign 


A farewell to arms 


By Suhaini Aznam in Kuala Lumpur and 
Rodney Tasker in Bangkok 


arean tisrinta ei Kiia A nA a aan aaan A AA AA AAE AANE aagana ÁO: 


he outlawed Communist Party of 

I Malaya (CPM), whose guerilla forces 
operate from bases in southern Thai- 

land along the Malaysian border, is trying to 


negotiate a safe retirement from its 40-year - 


guerilla campaign in Malaysia. 

Thai officials, who for several years have 
been talking secretly with CPM leaders, said 
CPM chief Chin Peng is now prepared to go 
to Thailand from his sanctuary in Peking to 
ratify an agreement to end his struggle. In 
return he is seeking written assurances of 
the safe reintroduction into society for his 





followers in the short term and a right to 
Thai citizenship for them at some future 
date. 

In 1987, similar negotiations resulted in 
some 700 guerillas, mainly from the CPM's 
10th and 12th regiments, surrendering en 
masse to Thai authorities at Betong, a Thai 
border town. They were given land to farm 
and vague promises of Thai citizenship in 
future. Those who surrendered were from 
the pro-Moscow wing of the party. 

Negotiations have continued since then 
with the aim of persuading the CMP’s re- 
maining 1,000 or so guerillas to quit the 
struggle. These are members of Chin Peng’s 
pro-Peking faction. The guerillas have been 
active in the northern Malaysian border 
states of Kelantan, Kedah and Perak for 
many years. 

The Malaysian Defence Ministry's initial 
response to the pending agreement was one 
of apparent surprise, an official saying only 
that the ministry would contact its Thai 


counterpart for clarification. However, 
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Malaysian security officials are believed to 
have been sitting in on the negotiations, 
though only as "observers." 

Malaysia would prefer that surrendering 
CPM members remain in Thailand. Any 


question of resettlement in Malaysia hinges 


on the delicate issues of security and local - 
sensitivities. "How will the locals react to 
CPM members being resettled here?" said |. = 
Deputy Inspector-General of Police Datuk | 


Abdul Rahim Mohamed Noor at a press 
conference. "Old wounds may be opened, 
especially for those who have lost family 


members. We have to determine if the — 

people can reconcile making peace with the 

CPM.” a 
For the CPM, Thailand's offer of land and 


work near the Thai-Malaysia border is far `- 
more attractive than Malaysia's insistence 
that party members undergo some sort of > 
rehabilitation programme before rejoining |. 
society. The Malaysians argue that rehabili- 
tation would not only enable the authorities ^. 


to gauge the sincerity of those who have sur- 


rendered but would also protect former CPM ae 


members from vendettas by the families of E 
those killed by the party's fighters. wu s 
Chin Peng, now in his 70s, was: aded CN 


the Order of the British Empire medal bythe 
British after World War H for his cooperation = 
with allied commandos fighting against Ja- — 
panese occupation forces. In 1948, he slip- > 
ped away into the jungle to launch his => 
insurgency against the then British colon- — 
which then declared  - 


ial government, 
Emergency Rule to deal with the insurgents. 


The Malaysian armed forces continued. E 
the counter-insurgency efforts after inde- 


pendence in 1957, bringing the CPM's num- u 


bers down to between 900 and 1,300 from. e | 
3,000 by the end of Emergency Rule in 1960. — 


Today, only about half are Malaysians, with 
the rest being Thais. 

The CPM remains the thorn in Sino- 
Malaysian relations, even after diplomatic 
and trade links were established in 1974. 
China has refused to renounce its recogni- 
tion and moral support for the CPM on a - 
party-to-party level, even though it has as- 
sured Kuala Lumpur that the Voice of the 


Malayan Revolution, a radio broadcast E 


operating from southern China, ceased in 
1981. 


Former CPM chairman Musa Ahmad last 
met Chin Peng in China before Musa'sown — 
defection and return to Malaysia in 1980. `- 
Chin Peng — born Ong Boon Wah — has > 
not been seen by the non-communist world = - 
since 1955 when he briefly emerged from ` 
the nee for abortive peace talks. —— Ww 











PHILIPPINES 


World War Il veterans may get long overdue benefits 





Fiscal t 


fter four decades of fruitless struggle 
for US citizenship and equitable bene- 


fits, Filipino veterans of World War II 
are finally gaining ground in US courts and 
the US Congress. But if last week's Vete- 
rans' Day rites marked the beginning of a 
Filipino dream come true, they also fore- 
shadowed a potential US nightmare. 

For Filipinos with proud memories of re- 
sisting the Japanese, the 1946 Rescission Act 


~~ has long represented the most tangible evi- 


dence of the US' peacetime betrayal. The act 
rendered members of the Philippine army 
and recognised guerilla units ineligible for 
most benefits awarded to their US counter- 
parts and granted payment of only 50 US 
cents on the dollar for service-related disabil- 
ity and death compensation. 

But earlier this year, a Washington fed- 


- eral district court judge ruled the act uncon- 


stitutional in a suit brought by a Philippine 
army widow. That May ruling — if upheld 
on appeal, which is scheduled for mid-1990 
— could compel the US to spend more on 
veterans and their families than on the US 
Bases and the Philippine Assistance Plan 
combined. 

According to a written estimate obtained 
by the REVIEW from the US Department 
for Veterans' Affairs (USDVA) office in Mani- 
la, the ruling would cost the US an addi- 
tional US$1.5 billion a year — including 
US$1.4 billion for pensions, US$47 million in 
other compensation, US$4 million in health 
care benefits and almost US$1 million in 
education benefits. 

“It would be a drastic change," said 
USDVA assistant director Anthony Gochar. 
The US currently provides yearly compen- 
sation and benefits worth US$120 million to 
Filipino beneficiaries. 

"The enormous burden on the Treasury 
cannot, by itself, sustain [the act's] constitu- 
tionality," the federal judge, Aubrey Robin- 
son, ruled. He saw no reason why members 
of the Philippine army, organised in 1935, 
should be denied the full World War II bene- 
fits allotted to members of the old Philippine 
Scouts, a force organised in 1901. US Presi- 
dent Franklin Roosevelt called on both 
groups in 1941 to support the war effort. 

"When persons similarly situated with 
others are denied benefits pursuant to an 
arbitrary and irrational classification, they 


. . have not received due process,” the judge 


wrote. | 
Should the Filipino veterans ultimately 
lose in court, they could still win in the US 
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Congress. Following the ruling, New York 
congressman Benjamin Gilman introduced 
a bill granting Filipino veterans benefits 
equivalent to those enjoyed by Americans. 
In a year when the US hopes to trade on 
its "special relationship" with the Philip- 
pines in its bid to retain the military bases, 


both sides are grasping the public relations 


value of some breakthrough on veterans’ 
claims. Philippine President Corazon Aqui- 
no reportedly pressed the issue during her 
state visit to the US this month. But while US 
President George Bush reminisced over "the 
days immediately following Pearl Harbour, 
[when] Americans and Filipinos fought and 
died together," he announced no new steps 
to help Filipino veterans. - 

"The Filipinos believe that this is the right 
time for the Americans to correct their mis- 
take," said American Legion auxiliary mem- 
ber Loreto Melencio. Time is running out, 
she added, because 20,000 Filipino veterans 
die each year. - 

The elderly men in studded blue caps 


shuffling a among. j towering While tablets 4 
the US cemetery in Manila on 11 Nov uid 





had one thing on their minds — US citizer: 
ship, which veterans’ groups claim wè 
promised by Roosevelt. Many Filipinc 
were, in fact, naturalised during that ev 


before Manila complained of a brain drain . 


But as the veterans gathered this yea: 
their time-worn bitterness gave way to new 
hope. Most had heard that the US Senat 
passed in July a wide-ranging immigratioé 
bill including a provision for citizenship fc: 
Filipino veterans. And while other contre. 
versial provisions may stall that bill, anothe: 
citizenship bill tailored for Filipino veterani 
has just been filed. This one would elimina 
the post-naturalisation residency require: 
ment, so that veterans who preferred t: 
spend their twilight years on Philippine so: 
would still have access to high-quality med: 
cal care at US veterans’ hospitals. 

A citizenship offer will likely generate 
huge numbers of applications from a cours 
try that already ranks second in the world a. 
a source of US immigrants. It will also gener: 
ate a crush of fraudulent documentation, a: 
legions of notorious “fixers” move in to take 
advantage of the new law. 

The American Legion estimates thai 
175,000 registered veterans are still alive: 
most would probably take advantage of the 
offer and immediately petition for penelit 
for wives and children. 5 





SRI LANKA 


JVP seen in we after death of two leaders 


The oe of terror 


ri Lanka’s most waned man, Rohana 
S Wijeweera, leader of the radical 

Janatha Vimukthi Peramuna (JVP, or 
People's Liberation Front) which is seeking 
to overthrow the government, and his prin- 
cipal deputy, Upatissa Gamanayake, were 
shot dead by security forces and their bodies 
cremated, Deputy Defence Minister Ranjan 
Wijeratne announced in Colombo. 

Both Wijeweera, 46, and Gamanayake, 
41, died within 24 hours of each other in cir- 
cumstances that startled most Sri Lankans 
and left many unconvinced. of the official 
version of their deaths. Speaking at a news 
conference, Wijeratne said Wijeweera, who 
had been underground since 1988, was 
seized on the afternoon of 12 November by 
cun forces in a village in. central Sri 


Wijeratne said Wijeweera w was picked to 
Colombo for interrogation and the JyP leader 
volunteered to make a video appeal to the 
country's youth, calling on them to end the 
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violence that has claimed at least 5,000 lives 
He also agreed to lead a combined army-po 
lice team to the headquarters of the JvP in é 
Colombo suburb. 

Wijeratne said at the headquarters, 
Wijeweera ordered H. B. Herath, a JVP polit 
buro member, to hand over documents anc 
other material to the investigators. Heratk 
did so, but on the pretext of searching foi 
more documents, produced a gun which he 
fired in Wijeweera's direction. 

Reading from a report made by army 
commander Lieut-Gen. Hamilton Wana- 
singhe to defence secretary Gen. Sepala At 
tygalle, Wijeratne said: "The security force 
personnel reacted immediately and opened 
fire. In the course of this firing, both Wijewe- 
era and Herath received serious injuries tc 
which they succumbed." Wijeweera's body 
was cremated in Colombo's general cemet- 
ery early on the morning of 13 November, 
Wijeratne said. 

Within 24 hours, the minister sum- 
moned a second press conference to an- 
nounce that Gamanayake, picked up on in- 
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memation supplied by Wijeweera, had been 
sot dead on the night of 13 November as 
^ led a team of investigators to a house 

a Colombo suburb. 

Wijeratne said there had been a power 
malure as the party were driving to the house 
wad Gamanayake had “lunged out of the 
"hice in a bid to escape." His escort 

ened fire, killing the [vp second-in-com- 

and. Gamanayake's body was also cre- 

ated soon after his death, under 
emergency regulations. 

Told that many people did not believe 
mwe government's version of Wijeweera's 

»ath, Wijeratne responded that "those 
ho believe will believe; some people will 
ot believe anything." In one of the first 
^ublic reactions to the government account 
: Wijeweera's death, the Nava Sama 
“maja Party (NsSP), a small socialist party 
hose leaders were on the JvP hit list, said 
E story was "incredible and smelt of foul 
ay and conspiracy." The party noted that 
wresident Ranasinghe Premadasa recently 
said there was no arrest order for Wijewe- 
wa, and that the jvP leader had been prom- 
ed adequate security and invited to an all- 
warty conference where Premadasa hoped 
find a consensus for peace. 

"Wijeweera was totally responsible for 
^e murder of many working class and leftist 
waders, for the fascist-styled attacks on us 
ind many other terrorist acts. However, 
^at should not close our eyes to the gross 
Miolation of the human rights of a citizen of 





at ` 
jeweera: shot dead. 


this country," the NSSP said. "Wijeweera 
may be no more. However, the anger and 
hatred of a section of the youth of this coun- 
try against the present unjust, oppressive 
system . . . [and] exploited by Wijeweera, re- 
mains." 

Analysts believe whatever the cir- 
cumstances of the deaths of the two JVP lead- 
ers, their departure has thrown the JVP into 
crisis. They are hopeful the security forces 
can now effectively deal with what had been 
a reign of terror in the majority Sinhalese 
populated areas of the country. JVP terror in 
turn spawned savage reprisals by the sec- 
urity forces and vigilante groups. 

Wijeweera, an alumni of Moscow's Pat- 
rice Lumumba University, led an abortive 





BREW ZEALAND 


Jouglas offers proposals to reverse the brain drain 


seeking fresh blood 





iy Colin James in Wellington 


ew Zealand is likely to step up its re- 
cruitment of skilled migrants sharply 
in the wake of general approval by 
most cabinet members of the approach 
»aken in a paper presented by former 
finance minister Roger Douglas on 13 
"November. Consigned to the backwater 
portfolios of immigration and police when 
ne rejoined the cabinet in August, Douglas 
^as come up with proposals true to his past 
reforming zeal, aimed at turning the current 
net outflow of 20,000 in the year to Sep- 
kember into a 10,000 net inflow. 

The move follows a serious drain of skil- 
led and professional New Zealanders, who 
Korm a large proportion of emigrants. Dur- 
fing the 1980s the net migration outflow has 
averaged slightly more than 16,000 a year. 
Of this, an average of just under 14,000 have 
been active in the workforce, representing a 
inet loss of 9.5% of the labour force. Some 157 
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active members of the workforce have left 
the country for every 100 who have come 
in. 

Conventional economic wisdom sug- 
gests this has contributed to the present 11% 
unemployment, on the basis that each skill- 
ed worker supports jobs for several low- 
skill or unskilled workers. Manufacturers, 
perennially short of skilled labour even dur- 
ing the past three years when 65,000 jobs 
have been lost in manufacturing, have long 
argued for a boost to the 3.3 million current 
population (who live in a habitable area 
about the same as Japan's). 

Current immigration rules centre on an 
occupational priorities list, specifying 22 oc- 
cupations with which people can enter the 
country fairly straightforwardly if they have 
a job lined up. In addition, people with at 
least NZ$200,000 (US$117,600) of capital and 
a track record in business can obtain residen- 
tial status fairly easily (1,538 came in the year 
to March 1989, 429 from Hongkong). In ad- 
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insurrection in 1971 that cost several 
thousand lives in an attempt to overthrow 
the government of Sirima Bandaranaike. 
Both he and Gamanayake were jailed with 
many other leaders of the uprising. In 1977 
Bandaranaike's successor, J. R. Jayewar- 
dene, freed the jvP leaders on the condition 
they reject violence and join the democratic 
mainstream. 

In 1982, Wijeweera ran for president 
against Jayewardene, but was able to secure 
only 4% of the national vote. In 1988, the JVP 
was outlawed on the basis of security re- 
ports that it was preparing another insurrec- 
tion. The Jvp leadership went underground 
and Wijeweera continued to be heard 
through clandestine radio broadcasts and 
numerous propaganda leaflets. 

Since 1987, when the JVP launched a stri- 
dent campaign against the Indo-Sri Lanka 
peace accord, the party became increasingly 
violent. It murdered hundreds of its oppo- 
nents, carried out acts of sabotage and dem- 
onstrated its ability to virtually bring the 
country to a halt through strikes and intimi- 
dation. 

Commenting on  Wijeweeras and 
Gamanayake's deaths, Victor Ivan, alias 
Modi Attula, one of the JvP leaders jailed 
after the abortive 1971 uprising who has 
since broken away from the party, said the 
departure of these two men heralded the 
end of the jvp. "The Jvp story is over. The 
government will not have any more trouble 
from them," he said. E 


dition, around 800 refugees are accepted a 
year. Australians and some Pacific Islanders 
have absolute right of entry. 

Douglas wants to develop a points sys- 
tem which would take account of migrants' 
skills, age, English language ability and fam- 
ily connections in New Zealand. A job offer 
would no longer be a requirement, though it 
would account for some points. His pro- 
posals come on the heels of a increase in the 
overall number of immigrants granted resi- 
dence visas and permits, from 8,680 in the 
year to March 1986 to 27,642, following 
changes to the rules in 1987. The balance 
also shifted from Europe and North 
America (54% in the year to March 1986 
down to 29% in the year to March 1989) to 
Asia (up from 20% to 31%) and the Pacific 
(up from 22% to 37%). 

Douglas says he wants to become more 
“proactive” in recruiting from areas under- 
represented, which raised the possibility of 
more Europeans at the expense of Asians, 
but a spokeswoman for his office insisted 
that this was not so. Douglas’ proposals 
caused hardly a ripple among trade unions, 
but some opposition might come from 
Maori groups fearing they may be swamped 
by another wave of migrants, despite a call 
earlier this year for massive immigration by 
Sir Graham Latimer, chairman of the Maori 
Council. LI 
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Soviet hints at solution to 
Northern Territories issue 


> Ona visit to Tokyo, Aleksandr Yakovlev, 
Soviet President Mikhail Gorbachov's 
senior aide on foreign relations issues, 
hinted at what he called a “third way” of 
resolving the issue of the disputed Northern 
Territories. Japan's claims to the four islands 
north of Hokkaido occupied by the Soviet 
Union following World War II, stand in the 
way of the two countries signing a peace 
treaty. Yakovlev did not specify what he 
meant by a “third way” in his meeting with 
Ichiro Ozawa, secretary-general of the 
ruling Liberal Democratic Party, but 
observers speculated that the Soviet Union 
might make concessions possibly when 
Gorbachov visits Japan in 1991. 


Bangkok governor to 
stand for second term 


> After several weeks of speculation, 
popular Bangkok Governor Chamlong 
Srimuang announced on 14 November that 
he will seek a second term. Chamlong won 
an overwhelming victory in the last 
gubernatorial election, in 1985, and is 
expected to do well in the next election, in 
January 1990. Running under the “clean 
government” banner of his Palang Dharma 
party, Chamlong, a devout Buddhist and a 
retired army major-general, will face his 
toughest challenge from candidates of the 
Democrat and Prachakorn Thai parties. 


Trial opens of South 
Korean peace activists 


> The trial of South Korean student activist 
Lim Su Kyong, who made an unauthorised 
trip to North Korea in July, opened in Seoul 
on 13 November. Lim denied government 
charges that she travelled to the World 
Youth Festival on the orders of North 
Korean agents and said that her trip was 
consonant with the South Korean policy of 
improving relations with the North. Lim is 
standing trial with Catholic priest Moon 
Kyu Hyon, who journeyed to North Korea 
to accompany her back to the South. 


US grants humanitarian 
medical aid to Vietnam 


> While maintaining its freeze on economic 
aid to Vietnam, Washington has given the 
go-ahead for sending US$250,000 worth of 
surplus US Government medical 
equipment to Vietnam. Since 1987 the US 
has lifted a ban on humanitarian aid to 
Vietnam, allowing private groups to send 
aid and studying the country’s 
humanitarian needs itself. This time, too, 
the medical equipment will formally be sent 
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to Vietnam by private groups, but the US 
Department of Veterans Affairs, a cabinet 
agency, is giving the equipment to these 
private groups with the full knowledge that 
it is destined for Vietnam. 


Aquino official resigns, 
alleging interference 

P Jose Luis Alcuaz, head of the National 
Telecommunications Commission (NTC), 
was relieved of his position by President 
Corazon Aquino on 14 November, the 
same day he alleged in a press conference 
that four of her relatives had been 
intervening in the NTC's operations. Alcuaz 
— whois regarded as one of the most 
ideological of Aquino's officials, reportedly 
having been a ranking leader of the 
pro-Aquino Filipino Social Democratic 
Party — alleged that Eldon Cruz and 
Manolo Abelleda, sons-in-law of Aquino, 
had lobbied for the appointment of two of 
his deputy commissioners. Alcuaz also 
claimed that the president's relatives had 
been blocking the grant of an authority to a 
communications firm which would have 
broken the monopoly of the Philippine 
Long Distance Telephone Co. 
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Former US legal official 
turned away by Taiwan 


> Former US attorney-general Ramsey 
Clark was turned back at Tokyo airport 
when he tried to board flights to Taiwan. He 
had hoped to observe the sedition trial of 
Hsu Hsin-liang, a dissident former 
magistrate who was caught trying to 
smuggle himself back into the country by 
fishing boat after 10 years of exile in the US. 
The trial is scheduled to begin two days 
after the 2 December national elections, 
which have attracted an assortment of poll 
watchers from Western human-rights 
groups. Clark had been issued a visa by 
Taiwan's representative office in New York, 
but this was revoked. 
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China confirms visit 
by Kim Il Sung 
> The official 
Chinese media finally 
acknowledged on 13 
November that North 
Korean President Kim 
Il Sung had completed 
a two-day visit to 
Peking a week earlier. 
The People's Daily said 
Deng Xiaoping 
greeted Kim on his 
arrival at the Peking railway station on 5 
November. A meeting of the two leaders 
the following day was described as 
“particularly cordial.” Both Peking and 
Pyongyang are concerned about the rapid 
political liberalisation taking place in many 
East European countries and the Soviet 
Union, a process that is in effect isolating 
hardline China, North Korea and Romania 
among socialist countries. Eastern bloc 
diplomats in Peking were apparently not 
informed of Kim's visit. Chinese financial 
aid to North Korea was also discussed, 
according to diplomats, who say that 
Peking has been unwilling to agree to an 
earlier request from Pyongyang for Rmb 1 
billion (US$270.3 million) in military 
assistance. Kim also met Premier Li Peng, 
President Yang Shangkun, party General 
Secretary Jiang Zemin and others. 





Kim. 


Bhutto to expand cabinet 

to help retain power 

> The Pakistan cabinet has offered its 
resignation to Prime Minister Benazir 
Bhutto, thus giving her a free hand in 
allocating posts in a bid to shore up her 
shaky government following the narrow 
defeat of an opposition vote of no- 
confidence earlier in the month. She already 
had expanded her cabinet by inducting 
three opposition members, Ghulam 
Ahmed Maneka, Ahmed Alam Anwar and 
Ghulam Akbar Lasi. Further cabinet 
expansion was expected soon and observer: 
believe Bhutto will have to make further 
concessions to remain in power. 


Korean family reunion 
celebration stalls 

> A reunion of 300 Korean families, which 
had been tentatively scheduled for 8 
December, looks less likely following failur 
to agree on the number of artistic performer 
which would accompany each side. North 
Korea wants a large delegation, with at leas 
200 entertainers, which the South fears will 
be used for propaganda purposes. Both 
sides had agreed to live telecasts of the 
performances. 
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The desert had proved fascinating, but predictably lacking in 


creature comforts. Enough of the rough. Now it was time to 
savour the smooth. “Take me to the Hilton.” What a wonderful 
thought. A cool, leisurely swim. A clean, airy room. And that 
special attention that was somehow unique to the Hilton: 
personal, pleasant and civilised. In a few hours' time she would 


be refreshed, restored, revived. Thank goodness for the Hilton. 


at over 400 hotels, call your travel agent, any H 


An oasis if ever there was one. © For reservations | | | 
Hilton hotel or Hilton Reservations Worldwide. 
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«Ou T new ABB is committed to the power business. No other company can 
offer utilities and industries all over the world a fuller range of 


thinking 


products and services for generating, transmitting and distributing electric 
power, all the way from power plant to end-user. 

We do this in several ways. As a general contractor, as a partner in 
international consortia or as a supplier of components. We also provide 
financial solutions. 

ABB capabilities and experiences are ideally suited for the growing 

need today in industrial countries to upgrade and 


& 
efurbish both ional and nucl 
makes electric 49 


power 


flourish. 


participate in projects that help build up the infrastructure. 

As the largest electrical engineering company in the world, we have 
the resources to remain in the technological forefront and to develop 
even more cost-effective, energy-efficient and environmentally protective 
methods of suppling electric power. 

For example, take highly efficient combined cycle power plants. Or 
clean coal power plants based on a unique combustion technology. Or 
our inherently safe high temperature nuclear reactor using pebbled fuel. 
Or advanced concepts for loss-reducing transmission of high voltage 
direct current. Or control systems to optimize the power flow in electrical 
networks and to improve availability of power supply. 

Our century-old reputation for electrical engineering continues to 
grow. And we are determined to make electric power flourish, on into 
the 21st century. 





Neurath power plant, West Germany. 
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TRADE FINANCE 


Whar Goon Is A Business ON THE MOVE 
Ir YOUR BANK Stays AT HOME? 





It your business is expanding into new trade finance and capital investment needs. 
markets, you need a bank you can count on. In fact, no other bank offers Asian 
You need a bank like Security Pacitic. businesses as many connections to the West 


~ m " y i 
Coast as Security | acitic. 


With forty offices throughout the 
| Security 


West Coast of North America and all of BEGLI So before your business makes 
Asia's major financial centers, Security its next move, why not make sure you 
have a bank that will move with you. 


Pacific is well equipped to handle your 
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_JN says reconstruction an immense task 
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^w ambodia's post-war reconstruction 

„requires giant undertakings, ranging 

from industrial, agricultural and in- 

acastructural build-ups to a sweep for un- 
_ xploded bombs and land-mines, a recently 

_ eleased UN assessment says. 

The 300-page report examines how a fu- 
ure government of Cambodia can recon- 








iac its shattered social and economic 


Mtructure with the depleted human and 
_Aaterial resources at its disposal. The report 
was written by a team appointed by William 
Oraper of the UN Development Program- 
we, the organisation’s central aid-dispens- 
“ng agency. 
. The report put the biggest price tag — 
_J$$662.3 million — on the rehabilitation 
nd development of water resources. The 
rojects would include rebuilding 30 de- 
eriorated hydrological stations, reclaiming 
nd constructing irrigation systems and pro- 
iding equipment and technical assistance. 
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irc power station and a 68,000-ha irrigated 
area in Battambang to provide irrigation and 
electricity for the fertile province. 

Observing that all RENS) meee 


ehabilitation blues 


manufacturing, are constrained by a critical 
energy shortage, the survey proposed deve- 
lopment of hydropower. It singled out the 
uncompleted Prek Thnot project 80 km west 
of Phnom Penh as the most promising un- 
dertaking. Construction began in 1969, but 
work was halted in the early 1970s when the 
main dam was only 20% completed. Prek 
Thnot was designed as a multi-purpose pro- 
ject to provide an annual output of 50 mil- 
lion kh and a storage capacity of 670 million 
me. It was to irrigate 5,000 ha during the first 
stage, rising eventually to a 70,000 ha. 

. Inthe transport sector, the task force call- 
ed for “a massive effort" to repair the rav- 
ages of war and neglect. Because roads and 
road transport play a leading role in deve- 
lopment activities, it recommended that the 
national network be urgently rehabilitated. 
One key section is the 50-km stretch running 
between Phnom Penh and the Thai border 
and south of Great Lake. 

It also called for new rolling stock and 
track, and bridge repair and construction 
throughout Cambodia at a total cost of 
US$28 million. And to break a maritime 
transport bottleneck, it recommended 
equipment and studies aimed at upgrading 
Kompong Som and Phnom Penh ports. It 
observed that large volumes of emergency 
aid and reconstruction materials are ex- 
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Britain modifies 
‘ine on Phnom Penh 


Qualified 
support 
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By Rodney Tasker in Bangkok 
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itters among several Western countries 
over their diplomatic support for a 
Cambodian resistance which includes 
he despised Khmer Rouge, are starting to 
modify policies on the Cambodian issue. 
there is a growing feeling that now that the 








the Vietnamese to fight its own battles, there 
5$ a real chance that the Khmer Rouge will 
»ludgeon its way back. 

The first country to make a public state- 
inent wringing its hands over such a pros- 
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ier Hun Sen's regime has been left by 


pect, and effectively moving into a more ac- 
commodating stance towards the Hun Sen 


regime as a result, was Britain. British For- 


eign Secretary Douglas Hurd told parlia- 
ment on 8 November that Britain's "long- 
standing position" on the UN credentials 
committee's acceptance of the Cambodian 
resistance coalition in the country's UN seat 
"in no way implies readiness to deal with 
the coalition government of Democratic 


 Kampuchea as a government, much less 


support for the Khmer Rouge." 

In his statement, Hurd acknowledged 
that Vietnam had withdrawn its combat 
troops from Cambodia — the first Western 
country to accept this, given the lack of inter- 
national monitoring of the move — and said 
Dritain was offering £250,000 (US$394,000) 
to Unicef to disburse as aid to Cambodia. A 


diplomat from the British Embassy in 
Bangkok would travel to Phnom Penh in 


connection with this project, to become the 
first British diplomat to visit the country 
since the Vietnamese invasion in 1978. 
While British and other Western sources 
agreed that Hurd's statement was more a 
reaffirmation of Britain's position than a 
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2edied i to pass through the ports after a 
political settlement. Ultimately, it was pre- 
dicted, Chrul Changwar could replace 
Phnom Penh port on the Tonle Sap river as à 
terminal for ocean shipping, and Banam 
could become the port for rice and fish pro- 
ducts. 

In agriculture, the predominant eco- 
nomic sector, the study focused on rice pro- 
duction, which has rebounded from a low of 
500,000 tonnes in 1979 to about 2 million ton- 
nes during the past three years. This was de- 
spite the fact that only 64% of the land under 
cultivation in 1960 has been returned to pro- 
duction. Further increases appear stymied 
by the unavailability of oxen and buffalo — 
reduced by disease and war by 50% B gs a 
decade from the 3 million head in 1970 — 
work the fields. The survey cited the m 
for veterinary training, diagnostic facilities 
and vaccines to rebuild the herds. 

As for the unexploded ordnance, the UN 
team said that for nearly two decades mines 
have been laid along the border areas and 
sown elsewhere indiscriminately. Heavy US 
aerial bombardment in the early 1970s also 
left unexploded bombs that are still hid- 
den in fields and undergrowth, a constant 
hazard to the population. The study urged 
isolating such areas and, with the aid of for- 
eign experts, teaching local populations to 
detect and report wartime explosives. 

As a major barrier to national rehabili- 
tation, the report cited the "paradox" of a 
country that is starved for investment but 
has a severely limited absorption capacity 
because of a lack of qualified people able to 
plan, manage and implement the recovery 
that foreign investors may be willing to un- 
derwrite. u 


change of policy and was meant also to as- 
suage domestic criticism of any British deal- 
ing with the Khmer Rouge, the move re- 
flected a similar mood in other Western capi- 
tals and Australia, which can be expected to 
find more form if the Khmer Rouge con- 
tinues to make battlefield gains. 

Sweden and Finland were reported to be 
planning for the first time to abstain from the 
annual resolution on Cambodia, on which 
there will be a vote following a debate start- 
ing on 15 November. Others (including Bri- 
tain) among the 75 countries co-sponsoring 
the Asean draft resolution, were expected 
this year to dwell on the evils of the Khmer 
Rouge, rather than criticism of Vietnam. 

The resolution does not specifically refer 
to the Khmer Rouge, though it calls for the 
non-return to the universally condemned 


policies and practices of the recent past. This 
year's resolution also takes note of the failed — 


Paris conference on Cambodia and the un- 
verified Vietnamese withdrawal, while call- 


ing for a comprehensive political solution. It E: : 
is expected to be passed, as it has been every — 


year since the Vietnamese invasion, but 


with fewer votes than in 1988. e M 
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Appeal to communal sentiment could back fire 


The Hindu card 





By James Clad in Ayodhya, India 

rime Minister Rajiv Gandhi's avow- 

edly secular Congress party, ap- 

prehensive about defeat in the forth- 
coming general election, seemed by the first 
week of November to have succumbed to 
communal opportunism. The capitulation 
was sealed in this ancient pilgrimage centre 
where, on 9 November, hundreds of 
thousands of Hindu devotees celebrated an 
emotional foundation-laying rite for a tem- 
ple marking Ramjanmabhoomi or the birth- 
place of Lord Rama, a key god in the Hindu 
pantheon. 

The problem now, as during the past 450 
years, is that the temple's site is already oc- 
cupied by a mosque. If construction pro- 
ceeds according to the plans drawn up by 
the leaders of the militant Vishwa Hindu 
Parishad (vHr), the new temple's structure 
will entirely displace the Babri Masjid, a 16th 
century mosque probably built on the ruins 
of an earlier shrine to Lord Rama. 

Until 8 November, Gandhi's Home 
Minister Buta Singh, had told Muslim and 
VHP leaders alike in the Uttar Pradesh state 
capital of Lucknow that any foundation 
rites, if they proceeded at all, would occur 
well away from the existing mosque struc- 
ture. He told them that no rites would be al- 
lowed on land under dispute in half a dozen 
court cases. 











On 9 November, the VHP 
blithely ignored this qualifi- 
cation. Amid tremendous 
emotional scenes its sadhus, 
or holy men, dug a founda- 
tion hole only 197 ft away 
from the Babri Masjid. They 
ignored another intended lo- 
cation further from the 
mosque, which had earlier 
been marked by the saffron 
Hindu flag. 

That the government's 
vastly strengthened security 
forces here allowed this 
to happen simply fuelled 
suspicion that the Congress 
party tacitly acquiesced 
in the move in order, as the saying goes 
here, to play the “Hindu card.” The rul- 
ing party has obviously opted to make a 
pitch for the sympathies of voters based 
primarily on their Hindu communal iden- 
tity. 
This is not the first time that Congress 
has appealed to Hindu chauvinism, nor is it 
certain that an outright ban on the VHP's pro- 
cession would have succeeded anyway. But 
the combination of the ruling party running 
scared plus a heightening of the centuries- 
old controversy spelled trouble for the 
Hindi-speaking heartland of India. 

It is difficult in northern India to imagine 





~ we 


Singh : capitulation. 


a more emotional, communally charged ar 
politically exploitable issue than the imbre 
glio over the Ramjanmabhoomi-Babri Masj 
controversy. Down the centuries the pro’ 
lem has periodically savaged communal » 
lations. A battle on the spot in 1856 eve 
helped precipitate the Indian sepoy mutir 
against the British the next year. Hinc! 
tenacity in seeking a ne 
temple has been formidabl« 
since 1949, Hindu pray 
chants have been held ne. 
the site without any pausi 
Until 1986 the mosque itse 
had been closed, padlocke 
for nearly three decade 
because of the judicial dř 
pute. 

Based on a court orde 
the government allowed tł 
mosque to be reopened th. 
year, and the country 
strengthening Hindu ra 
vivalist movement, in whic 
various movements beside 
the VHP also play a role 
seized upon the issue as 
symbolic contest in the struggle to regain th 
golden age of the “Hindu Rashtra," « 
Hindu nation, that existed before Muslis 
invasions of India. 

The vHr's foundation rites mark a net 
stage in the controversy, however, genera 
ing further momentum for the temple's a. 
tual construction and cranking up con 
munal tensions as a result. In this electoral] 
crucial state of 130 million people, at leas 
15% of the population is Muslim. The Cor 
gress party has traditionally relied upo 
them as a vote bank, along with Brahmin 
and the untouchables. 

A week before the foundation-layin 





Gandhi s gamble 


When Prime Minister Rajiv Gandhi opted in October for a snap 
parliamentary general election staggered over three voting days 
during 22-26 November, he thought he could catch both the op- 
position and much of his own Congress party off-guard. Many 
signs suggest that his gamble has failed: old Congress party bos- 
ses have preserved, or even strengthened their influence in can- 
didate selection, while the opposition has demonstrated a sur- 
prising degree of unity. 

The short notice for filing candidature papers plus a relatively 
brief three-week campaign period, certainly left plenty of scope 
for dissension within the fragmented opposition. The snap poll 
also gave Gandhi a headstart over his critics inside Congress: the 
prime minister had hoped to field many new candidates and 
thus to reduce the number of MPs beholden to influential re- 
gional Congress leaders. 

If the prime minister seriously nurtured such intentions, the 
Congress party's candidate list shows painfully meagre results. 
More than 80% of the party's sitting MPs have been renomi- 
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nated. Fewer than 8% of its candidates are women, though the 
party has promised to reserve 30% of seats for them in a new 
grassroots tier of local government to be set up after the election. 

Gandhi rightly takes credit for dropping the franchise age to 
18 years, but youthful candidates are few and far between in his 
party's list. Even more tellingly, such open critics of Gandhi as 
former party general secretary Nawal Kishore Sharma have 
gained renomination. Gandhi earlier had intimated that both na- 
tional-level party general secretaries and provincial party presi- 
dents should not stand as candidates, but in many states this in- 
junction has gone by the board. 

Nor was this the last of the rebuffs to the prime minister. In 
one embarassing flap, Uttar Pradesh Chief Minister N. D. Tiwari 
vetoed another run by Defence Minister K. C. Pant in the state 
constituency Pant had contested four times on the Congress tic- 
ket. The substitute candidate was a member of the Tiwari family. 

Tiwari also got his way in demanding simultaneous elections 
for the Vidhan Sabha, the 425-seat state assembly, in which the 
Congress won an absolute majority of 269 seats in 1985. The stra- 
tegy is that a Congress party more popular at the state than at the 
national level may enhance the parliamentary candidates’ 
chances through straight ticket voting in the simultaneous elec- 
tions. 
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*eremony here, Gandhi had spoken ap- 
rovingly of a "Ram Rajya,” or Lord Rama's 
ule, the Hindu ideal of Utopia. Congress 
spokesmen said Gandhi's remark meant no- 
ing more than an affirmation of the secu- 
E om of Hinduism, which should 
aten no one. The trouble is most Indians 
saw the expression as a coded message to 
lTindus attracted by the fundamentalist ap- 
eal of the VHP, and other fundamentalist 
wrganisations like the Rashtriya Swayam- 
sevak Sangh and the Shiv Sena (REVIEW, 18 


May). 
| publications describes Nobel Peace 
Laureate Mother Teresa of Calcutta 
^s an "agent for the conversion of Hindus.” 
“HP pamphlets speak of Arab money financ- 
mg conversion of Hindus who, the VHP 
says, “are like the cows that carry dead cow 
neat on a cart without any reaction and 
'hewing the cud on the way . . . they have 
no idea of the sanctity of Hinduism, of its 
"reatness." 
The Congress' ploy over the Babri Masjid 
affair has obviously not succeeded. In the 
parliamentary constituencies near Luc- 
ow, including Unnao and Sultanpur, 
the reaction heard from Muslims as well as 
Hindus seems to suggest that Gandhi has 
miscalculated. 

The 9 November ceremonies have 
»angered the Muslims. Clergymen in the 
e mosques in Lucknow and Unnao said 
they felt betrayed. Other Muslims also af- 
Würmed that they were disinclined to vote for 
Congress in this month's election. Silent, 
wcurfew-clamped streets in Sultanpur at- 
tested to communal passions aroused by the 
Ayodhya ceremonies: Muslims and Hindus 
walike sheltered behind closed doors, the 


he VHP holds strong views. One of its 








Other senior C 
Minister Sharad Pawar and former 
.. Madhav Singh Solanki, also have: 


leaders such as Maharashtra Chief 
jujarat chief minister 


former expressing anger at the Congress 
while militant Hindus were boasting that 
the VHP had prevailed over the government. 

That was certainly the tone of the state- 
ments issued here by VHP leader Ashok 
Singhal: "The [ceremony] . . . marks a mo- 
ment of the nation's invincible resolve to do 
away with the 450 years of stigma of foreign 
domination." 

Further afield, the foundation ceremony 
has prompted protests from Pakistan and 
Saudi Arabia. Meanwhile, other Islamic 
Conference countries are fearful that com- 
munal tension in India could complicate ties 
in the future. After Indonesia, India has the 
world's largest Muslim population. Foreign 
secretary S. K. Singh has told ambassadors 
from Islamic countries that there is nothing 
to fear from the Ramjanmabhoomi-Babri 
Masjid controversy. 

Many foreign diplomats are not so sure. 
A great many mosques have been built from 


the ruins of pre-existing Hindu temples, 
knocked down by successive waves of Is- 
lamic invaders. The vHP has targeted other 
sites where, despite their Indo-Islamic ar- 
chitecture, Hindus continue to make devo- 
tions. Hindu revivalists want to erect new 
temples on two other mosques, at Mathura 
and Varanasi, both also in Uttar Pradesh. 
The current communal furore, further 
fuelled by the VHP’s temple-building cam- 
paign has a sense of déjà vu about it. "It is 
most unfortunate," wrote one judge in a 
court case spawned by the Ayodhya con- 
troversy, "that a mosque should have been 
built on land" especially held sacred by the 
Hindus but, as that occurred 356 years ago, 
it is too late now to remedy the grievance." 
The magistrate delivering that judgment 
was British and he delivered his homily in 
1886. Not a great deal has changed since 
then except, perhaps, the electoral dimen- 
sion to the dispute. a 





Riot police guard the disputed mosque: opportunism. 


preferences. 


over the ByP’s obvious tilt towards communalism. Despite sharp 
criticism within his party, itself a none-to-solid amalgam of four 


BJP. 
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d Gandhi's 
So have Orissa's Chief Minister J. B. Patnayak, Bihar Congress 
Va Singh. These displays eel he tid 
ter extent to which Gan- 
dhi is still cope with the disenchantment over his 
eer rame overt ater the Congress ost ee stae 
elections in J. 





On the other side of the fence, the opposi 
than just a semblance ational Front, chaired 
by Janata ita Dal president V. P. suni The toa candidates, 
' ts opt parie iini rie trm 
Bharatiya anata Party Communist Party of India- 
Marxist (CPM) — effectively a regional | confined to West 
| n and Kerala — are mnis aoe hsc 

snot always straight sling opposition. In some 
constituencies, i es have stoutly resisted 
Sa enan M U ir cm There is also little love 
lost between the CPM and the BJP. 

S M Serr ee amd. af the 
| for seat allocation deals. He realised that one-to- 
one contests against the Congress matter more than his silence 
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The u of this electoral pact is that Congress cannot 
cigituls ce a Bite tries cutem Soros wich Nap 
waya nado d. paul eee eee Utm oi 

polled more than 45% of the vote nati . De! 


the prospect of one-to-one contests in 7% of Utar Prades 


conem er ik tab es ce ame R 
jester Te 


finely Minis conte et 
state, the home o ofa botcosofidependent Indurt ime miis 
ters. orici Sona : Fi etw bi aed 

est margin ) of any Congress candidate in the country. This 
time, his straight fight opponent is Rajmohan Gandhi, yin 
son of Mahatma Gandhi 


his resignation from Congress in 1986, Singh won - 
overturning 


Following 
the seat of Allahabad last year, 
42% margin of 1984. He now is 
tuency, Fatehpur, where the sitting MP, a son of former prime 
mice ol Dale cate em INS ug Lae - 
m James Clad 
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IN JAI 


Jardine Fleming Holdings Limited and P. T. Rajawali 
Wira Bhakti Utama have established the first foreign. 
joint venture financial services company in Indonesia. 
This has brought together an Asian merchant bank 
with an international reputation as the leading. under- 
writer and broker of Far Eastern securities and a highly 
successful local company with extensive knowledge 4 
of Indonesia. | 

The new joint venture company, P. T. Jardine . 
Fleming Nusantara Finance, is uniquely positioned to. 
provide expert financial services and advice to com- 
panies and individuals wishing to invest in Indonesia. 





Plans to » introduce a comprehensive: list of financial 
services including corporate finance, investment 


advice ad managemen, venture capital, broking and 






g, and research are already underway. | 
“Jan ine Fleming's involvement in the Indonesian | 





N market includes the launching of the first international 
| fund investing solely in the Indonesian stock market. 
| The fund was lau unceg in March 1989. 


. Contact: “President Commissioner Mr Peter Sondakh, 


_ President Director 
Vice- President 


Mr John R Style, . 
Mr Philip Brewer. 


P.T. Jardine Fleming Nusantara Finance, 4th. Floor Wisma Dharmala. Sakti, Jalan Jénderal Sudirman 32, Jakarta 10220, Indonesia. 
Telephone: 62-21 5701917 Facsimile: 62- 21 588295 ‘Telex: 62114 FLEDG | 1A 


Directors: JR. Style ~ President Director F, Gozali P. Wang MEI. Bone N.M. Smith N.D. Nuttall 


EAT A Peter Sondakh -President Commissioner B. Goyall Liu Chee Ming RHL, Thomas. 
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OREIGN RELATIONS 


™ormer ambassador to China slams ‘craven’ attitude 





Ennocents abroad 





By Jacqueline Rees in Canberra 


ne of the architects of Australia’s re- 
K) lationship with communist China 
has accused Canberra of taking a 
craven, even slavering" attitude towards 
Whe Chinese — an attitude which he said 
-hinese counterparts had exploited and 
which had distorted Australia's relations 
with Asia as a whole. 

The accusation by Stephen Fitzgerald, a 
inologist who in 1973 opened Australia's 

First embassy in Peking since 1949, has chal- 
enged Australia to re-examine the relation- 
hip, which had been seen as a counter- 
wweight to trade dependency on a maturing 
industrial Japan. 

Prime Minister Bob Hawke, who inten- 
sified the cultivation of China after taking of- 
ice in 1983, sought promptly to counter 

‘itzgerald’s criticisms and denied they 
would have any impact on government po- 
acy. Privately, however, several senior gov- 
“ernment officials have thanked Fitzgerald 
'or bringing the topic into the public forum, 
ind several leading business houses have 
»onfided that “he is right on target." 
In a lecture at the Australian National 
niversity, Fitzgerald charged that Austra- 
ia "had fallen into such a national embrace 
"with China" that at times “we have seem- 
wed to lose all perspective." Even the 
"watershed events of June this year" had 
mot "put China into a more balanced per- 
sspective for Australia.” The relationship had 
become so unrealistic as to be "dangerous." 
It had skewed relationships with the rest of 
the Asia. China had taken advantage of it 
shamelessly. 

Large amounts of money had been spent 
on trade efforts for unspectacular returns, 
said Fitzgerald, who has run a consultancy 
on trade with China and other Asian coun- 
tries since finishing his term as ambassador 
in 1976. Australian firms had given China 
technology they would not sell elsewhere. 
Public- and private-sector interests had com- 
bined in amazing favours to China; there 
had been an unprecedented stretching of tax 
regulations to enable one of the more promi- 
nent of Chinese investment deals in Austra- 
lia to proceed. 

Australians had gone to astonishing 
lengths to find projects in China which 
would qualify for concessional finance. In 
one such project, a cement plant built by 
Broken Hill Proprietary Co. (BHP) in Fujian 
province, 5% of the contract price, or A$2.4 
million (US$1.89 million), remains outstand- 
ing 15 months after completion. 
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Another project, a feasibility study for a 
port at Dong Du, was fully funded by the 
Australian Government with the expecta- 
tion that Australian firms would win the 
construction contracts. This was "to bring us 
rich rewards" but China went off ^with the 
study and the contracts to other suitors." 

On a visit to China in 1986, Hawke — 
who later said he had "unqualified respect 
for all China's leaders" — had signed an 
agreement to give China a wool warehouse 
in Nanjing and had waxed lyrical about the 
project as a practical demonstration of the 
Australian-China interdependence in wool 
and textile trades. The warehouse was to be 
Australian managed. 

No sooner had Hawke left than the 
Chinese demanded "double everything of- 
fered." When they did not get their way, the 
negotiators shouted, ranted, were abusive 
and insulting. Canberra gave in. (Senior 
Australian officials had said political pres- 
sure from their own government was such 
that they had no alternative.) The result: 





"The completed warehouse is now carrying 
mainly non-Australian wool. It is not Aus- 
tralian managed. Australian officials have 
been denied access to it." 

Fitzgerald paraded example after exam- 
ple before his audience, pointing to policies 
and attitudes that had become particularly 
distorted over the past decade. For this 
reason, Hawke has felt especially stung and 
his staff have been busily reminding jour- 
nalists of Fitzgerald's speeches in the 1970, 
when the former ambassador was at the 
forefront in exhorting businessmen and the 
then conservative government to take ad- 
vantage of opportunities in China, and often 
expressed frustration when Australians ap- 
peared sceptical. 

But Hawke has missed the point. 
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Fitzgerald saw his job in the 1970s as being 
to prod Australians out of their very deep 
suspicion of a large, possibly dominating 
communist nation which had for 20 years 
been regarded as an adversary. Perhaps he 
did his work too well. Even he was amazed 
to see that the third-largest number of 
tourists going to China now came from 
Australia, with the Chinese describing them 
as "obedient." In Fitzgerald's view, the 
interest he sought to provoke in the 1970s 
has emerged as blind euphoria. While 
Fitzgerald did not name any names, it is ob- 
vious that Hawke must shoulder some 
blame. 

Several leading businessmen told the 
REVIEW that while encouraging business 
into China, Fitzgerald had always counsel- 
led "robust caution" when it actually came 
to negotiating with China. "Acting on his 
advice, we were blunt and I don't think we 
lost any respect," said chief executive of El- 
ders IXL Agribusiness Michael Nugent. 

In its reply to Fitzgerald's criticism, the 
government points to the development of a 
favourable balance of trade with China, the 
doubling of exports over 1984-88 to A$1.1 
billion in 1988 and two-way trade growing 
10-fold between 1982 and 1988. 

But Australia has done even better over 
the same period in trade with Taiwan. Ex- 
ports to Taiwan from Australia for 1988 were 
A$1.49 billion. Although imports from 
Taiwan were A$1.78 billion, Australian tax- 
payers were not funding aid projects in 
Taiwan as they were in China, more than 
A$146 million worth since 1983. Other coun- 
tries have done as well with China over the 
same period. Singapore's trade with China 
has grown 12-fold over the decade and Thai- 
land and Malaysia's almost doubled. 

What Fitzgerald advocates is that Austra- 
lia should challenge the "official intoxication 
with the China market," stop being com- 
pliant, and stand firm, and not only on eco- 
nomic matters. There were no points of fric- 
tion between Australia and China before 
June this year, he said, but perhaps there 
ought to have been: "Perhaps on nuclear 
weapons. Or Hongkong. Or Tibet. Or 
human rights. 

"Innocence has been one of the flavours 
of Australian society, and one of its great ap- 
peals," Fitzgerald said, "but it's not a mature 
or balanced or properly self-interested way 
to run a significant area of national public 
policy in the cynical and self-interested late 
20th century world." 

A fresh approach to China should begin 
with a massive increase in education of Aus- 
tralians about China and in the Chinese lan- 
guage, he said. All aid, except humanitarian 
aid and tied concessional financing, should 
be in education and training. 

The prime minister, for the moment at 
least, remains unmoved. Australia's rela- 
tions in the region were "superb" — exactly 
the degree of euphoria that roused the 
Fitzgerald vitriol in the beginning. " 
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Wester id Inc. 


ave you heard the news? One of 

Alan Bond's subsidiary com- 

panies has been elected by a 

minority of shareholders to be- 
come the government of Western Austra- 
lia." 

The joke is one on Alan Bond and 
Western Australia — or "W. A. Inc." as the 
state is sometimes derisively referred to — 
who were, however, still laughing after 
February's Western Australia elections, de- 
spite having suffered some severe blows. 
After more severe blows, W. A. Inc. is still 
not dead, though it is a toss-up whether it 
goes to the morgue or the intensive care 
unit. — 

Nonetheless, Western Australia has be- 
come almost synonymous with W. A. Inc., 
and the 1989 state elections were fought in 
this context. By W. A. Inc. is meant that in- 
terlocking association of vested interests 
coalesced around the state government. Its 
principal architect was Brian Burke, state 


ed premier from 1983-88 and now Australia's 


ambassador to Ireland and the Holy See, 
who explained his purpose: 

"There will be a new order in this state 
andan élite of the able, and that's what will 
come to pass and it will come to pass as 
quickly as I am able to make it happen be- 
cause I believe that's the salvation of this 
state and the salvation of this country." 

Taking over from Burke in February 
1988, Premier Peter Dowding has expanded 
the government's role in W. A. Inc. 

In terms of its effective structures of gov- 


| ernance, Western Australia took on some 


characteristic features of a corporate-style 
executive state since 1983. 

An executive state is one in which there 
are few effective checks on government. The 
state becomes the total of the most powerful 
vested interests, acting in collusion with 
government, thus opening the door to the 
possibilities of endemic corruption. Govern- 
ment uses state power to reward the vested 
interests and penalise opponents. 

Over the years, New South Wales, 
Queensland and Victoria have also develop- 
ed highly corporatised executive structures 
which have drained the public purse and led 
to allegations of systemic financial and politi- 
cal corruption. 

In New South Wales and Queensland — 
where an election is now being held in the 
aftermath of an official inquiry into state cor- 


v ruption — charges have been laid against 


former politicians and public officials. In Vic- 


. | toria, the state bank and Victorian Economic: 
. Development Corp. this year jointly lost 


By Patrick O'Brien 


A$400 million (US$312 million) on question- 
able business deals. 

Analysts commonly attribute such deal- 
ings and structures to a utilitarian ideology 
of development which grew up with gov- 
ernment in Australia but which has resur- 
faced with a vengeance with the collapse of 
Australia's export trade — a case of "desper- 
ate men taking desperate measures," as 
some might put it. Others attribute them to 
the "institutionalisation of mateship." In ef- 
fect, these descriptions may mean the same 
In quest of the new order, Burke and 
Dowding played necromancer to coalitions 
of “chancers” which included friends and 
relatives; party and union bosses; academics 
committed to the "mixed economy," and 
prominent businessmen who were funders 
and patrons of the Australian Labor Party's 
John Curtin Foundation — among whom 
were owners of Western Australia's highly 
monopolised media outlets. Many were also 


ee 


Western Australia took on 
some characteristic features 
of a corporate-style executive 

ut state. | 
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active members of the West Australian Turf 
Club. 

The ations were awarded high-level 
appointments to ministerial staff, the public 
service and government investment, busi- 
ness and trading agencies (particularly 
the West Australian Development Corp. 
[WADC], EXIM Corp., the State Superannua- 
tion Board [sse], the State Government 
Insurance Commission [scic], the State 
Energy Commission of Western Australia 
[SECWA], the State Planning Commission, 
West Australian Government Holdings 
[WAGH] and the West Australian Tourism 
Commission). 

The business element became involved 
in a maze of high-flying property, loan, 
finance, investment, manufacturing and 
trading deals with these agencies, the details 
of which have been kept secret ori grounds 
of "commercial confidentiality." The state- 
owned Rural and Industries Bank back- 
stopped such deals with deleterious conse- 
quences upon its own financial performance 
and reputaton. In 1989, its profits fell to A$9 
million, 20% of the 1988 figure. The ssp and 
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SGIC have also lost millions in W. A. Inc. ven& 
tures. 

The government in Western Australi 
was restructured around political appoin; 
tees to government agencies and the publie 
service through the policy secretariat (of the 
department of the premier and the cabinet) 
which became the most powerful decision: 
making body in the state, functioning inde’ 
pendently of cabinet. 

This was accompanied by a dis-establish.. 
ment of the Treasury whose work was par: 
celled out to WADC, EXIM, SGIC, WAGH, SSB, 
SECWA, Goldcorp and Funds Corp. — all o: 
which were accountable neither to the state 
parliament nor to the auditor-general. Con: 
sequently, the actual state of Western Aus: 
tralia’s official accounts and finances is ex: 
tremely difficult to assess. 

From 1983-84 and 1987-88, the meeting 
time of the state's legislative assembly was 
almost halved from 631 to 358 hours. Be: 
tween December 1988 and September 1989, 
it met for only 57 hours. Question time has 
been curtailed, and hundreds of vital ques- 
tions remain unanswered. 

The state's parliament has been dissol- 
ved at crucial times of embarrassment for 
the government, and vital reports concern- 
ing government business and financial deal- 
ings have been tabled in the dying hours of 
parliamentary sessions, if at all. 

For instance, The National Companies 
and Securities Commission (NCSC) report on 
the collapse of Perth-based entrepreneur 
Laurie Connell’s Rothwells merchant bank 
was tabled and debated in the New South 
Wales Parliament on 3 May and in the fed- 
eral parliament the following day, but it was 
tabled in the Western Australia Legislative 
Council only minutes before it rose from a 
brief special session on 9 May. 

The special session itself was convened 
by the premier in an unsuccessful attempt to 
gain support for legislation to establish a 
statutory authority to handle the govern- 
ment's involvement in the Petrochemical In- 
dustries Ltd (PIL) joint venture with Bond 
Corp. As the NCSC report shows, this was 
part of the government's ill-fated Rothwell's 
rescue operation. 

Parliament has been denied information 
concerning the commitment of very large 
sums (particularly for a small state) of public 
monies, on the grounds of commercial con- 
fidentiality. For instance, the Rothwells res- 
cue involved not only the investment ol 
A$400 million of taxpayers’ funds in the PE 
and associated projects, but also the govern- 
ment secretly undertaking to guarantee the 





L project to the tune of approximately 
11.2 billion, to the potential benefit of Bond 
‘orp., though PIL had no tangible assets. It 
ppears that not even the deputy premier, 
bavid Parker, was aware of this for he de- 
aed the existence of such a guarantee in the 
«gislative assembly in April. 

After the tabling of documents by Bond's 
awyers in the state's Supreme Court in Au- 
iust, however, Dowding finally admitted 
ie had authorised a guarantee ("levels of 
omfort^) in an official letter. With the elec- 
ions safely over and Bond Corp. struggling 
> survive (despite government partner- 
hips), the project has now been wound up, 
aough the government still refuses to re- 
al actual losses. 

Recent evidence given in the Supreme 
Sourt of the number of secret, late-night and 
arly-morning meetings involving Burke 
ir Dowding, select cabinet ministers, poli- 
wally appointed heads of government 
gencies and executives and lawyers of 
sothwells, Laurie Connel's private consul- 
ancy firm and Bond Corp. raises the ques- 
on of who has been actually calling the po- 
‘tical shots: the elected government or the 
ionclave of corporate interests. 

The flow chart is the result of detailed 
nalysis of major economic, financial, busi- 
xess, political and social transactions and 
lecision-making in Western Australia from 
983-89. 


t shows some of the complexity of the 
interlocking political, governmental, 
state, personal and business arrange- 
, ments that constituted Western Aus- 
walia’s power structures as developed under 
he Burke and Dowding administrations. 
They formed a hybrid system containing 
ieadily identifiable features of economic and 
»olitical corporatism along with "pork-bar- 
*el cronyism." 

The financial and business outreachings 
sf W. A. Inc. deserve a place alongside the 
890s Victorian land boom, the Rum Corps. 
er even the infamous South Sea Bubble it- 
elf. 

As details of more deals are revealed, the 
'stimates of state government losses on its 
susiness ventures and attempted rescues of 
‘ollapsed financial institutions are spiralling 
sowards the A$1 billion mark. With the rev- 
enue-earning base of the state at approxi- 
mately A$1.2 billion in 1988, W. A. Inc.'sim- 
»act on the state economy requires little fur- 
her elaboration. 

Two major factors affected the outcome 
af this year's state election. The first was 
„abor's electoral gerrymander by which the 
»pposition required 53% of the two-party 
referred vote to win office. It got 52%, and 
hough Labor won 31 legislative assembly 
seats to the opposition’s 26, it did so by an 
incredibly narrow margin. If a mere 161 
votes had changed hands, the outcome 
would have been 29 for the Liberal-National 
parties and 28 for Labor. 
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The second factor was the media. West- 
ern Australia does not have a highly critical 
media and has only one morning news- 
paper, The West Australian, owned jointly by 
the state government (through SGIC) and 
Alan Bond, the biggest non-government 
player in W. A. Inc. The Australian and the 
Australian Financial Review do not com- 
prehensively cover Western Australia 
stories and have only small circulations in 
the state. 

The West Australian has never given 
a full expose of the extent of W. A. Inc. ac- 
tivities, and the condemnation of the ac- 
tivities of W. A. Inc. which highlighted the 
responses of The Australian, the Sydney 
Morning Herald, The Age, the Australian Fi- 
nancial Review and the London Financial 
Times was almost absent from The West Aus- 
tralian. Also, the government media office 
has become the state’s second-largest em- 
ployer of journalists. 

Another side to W. A. Inc.’s support for 


W. A. Inc — the flow-chart 


Governor 
Auditor-General 
-- Attorney General 
.  . dudiciary 
— Corporate Affairs 
Other regulatory & 
~ policing agencies 
. ,';;Police 


(Legislati 


(The Club) 


` BOND CORP, BELL 
& Bond 


orage. Fremantle | 
Gas & Coke, Goldberg, Old | 
wan Brewery, Perth Tech, 
CBD sites, Laurie Potter, 
Alex Clark, Til, Goldrock, 
Intellect, Paragon 


the Dowding government was financial. 
Labor outspent the opposition by five or six 
to one during the campaign, for a total of 
more than A$10 million since for W. A. Inc. 
it was a life or death struggle. Had the Liber- 
als and Nationals won, there would have 
been full-scale official inquiries, a freedom of 
information act and citizens-initiated ref- 
erendums; in short, a proper opening of the 
books to the public. 

Given the financial power of W. A. Inc. 
and its desperation to avoid defeat, the 
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OFFICIAL 'WATCHDOGS COMMITTEES OF INQUIRY 
ve Council) 


February poll was a close shave. The Labor 
Party's primary vote declined by 10%, Lib- 
eral-National vote increased by nearly 3% 
and there was a solid vote for minor parties 
and independent candidates. Labor's 42.5% 
of the primary vote is a state record low for 
either major party since 1945. Nevertheless, 
the government won. 

However, it is not out of the woods yet. 
A newly formed lobby group — People for 
Fair and Open Government, using "people 
power" techniques — is attracting mass sup- 
port. The two opposition parties have pub- 
licly vowed that should it continue to do so, 
they will block budget bills in the legislative 
council, thus forcing the government to the 

lis. 
Ee At bottom line, however, the state's 
recent experience confirms Jean-Francois 
Revel's observation that: "Fora long time, in 
genuinely represenative regimes, prevarica- 
tions were merely the slag of democracy. 
They only occupied the centre of the system 


- (not used much): 


CABINET (no Ministerial 
responsibility) 


PUBLIC SERVICE 
_(‘stacked' and politically controlled 


‘PUBLIC SECTOR’ 


WADE, EXIM, SGIC, SSB, SBIT- 

| SECWA, WA Tourism Commission 
-GoldCorp. FundsCorp. WAGH, PIL, 
Joondalup Development Corp., 
“TAB, GoldBank, WA Diamond > 
Trust, Anchorage, Fremantle Gas . 

& Coke, Old Swan Brewery, 


selling’, share dealing, collapses, - | 
losses, rescues, restorations, etc. | 


in countries where political power pillaged 
the economy: communist countries and 
Third World dictatorships. Today, even in 
old, settled democracies, corruption has 
come dangerously towards the centre of the 
institutions. This doubtless is related to the 
possibilities opened by . . . the ‘mixed econ- 
omy’ — which is to the economy what the 
demi-monde is to society.” a 


Patrick O’Brien is associate professor of politics 
at the University of Western Australia. 
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THAILAND 


Chatichat's typhoon blunder prompts criticism 


Eye of the storm 


By Rodney Tasker in Bangkok 


hai Prime Minister Chatichai Choon- 
T havan is trying to extract himself 

from his darkest political hour since 
coming to power in August 1988. Ironically, 
it was his familiar “no problem” comment 
which prompted the current deluge of poli- 
tical criticism, forcing him to cancel a plan- 
ned official visit to the US in order to concen- 
trate on domestic affairs. 

Chatichai made the comment — a 
hallmark of his hitherto largely successful 
administration — while referring to relief 
operations after a typhoon had devastated 
coastal areas in southern Thailand. Unfortu- 
nately for the prime minister, he was visiting 
a southern district which had suffered com- 
paratively minor damage at the time, and he 
had obviously been poorly advised about 
the enormity of Typhoon Gay's impact on 
other areas. 

Ten days after the typhoon struck the 
south on 34 November, government offi- 
cials put the death toll at about 
450, with damage estimated at 
nearly Baht 5 billion (US$193.42 
million) — the worst storm to E: 
hit the south in more than three 
decades. 

While storm-ravaged villa- 
gers in the southern Chum- 
phon province — particularly 
the worst-hit Tha Sae and Pa 
Thiew districts — raged over 
Chatichai's lack of sensitivity 
and delays in the arrival of food 
and other relief supplies, oppo- 
sition politicians and the Thai 
press took stock of the prime 
minister's political sensitivities, 


or alleged lack of them. pe Pg 
Chatichai pleaded that he 5 i- al LEM cS. 
had been misunderstood be-  Adevastated village in Chumphon province. 


cause he had not known the ex- 

tent of the devastation at the time he had 
commented lightly on the situation. But 
Solidarity, the largest opposition party, 
threatened a no-confidence motion, and the 
Thai media had a field day with the adminis- 
tration's "no problem" emblem which had 
suddenly turned sour. 

Perhaps of more concern to Chatichai 
was his summons to the palace for a 
two-hour audience with King Bhumibol 
Adulyadej on 7 November. The official 
version of the meeting was that the king 
received a report from Chatichai on relief 
operations in the south and made his own 
suggestions on how to ease the affected 


population's plight. The unofficial account 
was that the king, who is loved and respect- 
ed by his people, was not amused by the 
government's slow response to a major dis- 
aster. 

The southern issue gave more bite to 
criticism that Chatichai of late has been con- 
sumed with external affairs, particularly his 
so-far frustrated initiative to try and get the 
warring Cambodian factions to agree on a 
step-by-step approach to restore peace to 
their country. Even before the typhoon, the 
prime minister's deputy spokesman, Lik- 
hit Hongladarom, had drawn up a sub- 
sequently leaked memo to his boss advising 
him to concentrate more on domestic affairs 
than on foreign policy in order to stave off 
growing political criticism at home. 

A group of some 50 academics added to 
Chatichai's woes by issuing an open letter to 
him calling on the government to emphasise 
the unequal distribution of the country's 
rapidly growing wealth as a problem need- 
ing urgent redress in Thailand's seventh na- 


"i 


Pe 





tional development plan. And unionised 
state enterprise workers delivered an ul- 
timatum to the government to tackle by 
mid-December another serious issue of con- 
cern, soaring prices of food and other con- 
sumer goods, or face popular protest. 

To compound Chatichai’s problems, 
army commander Gen. Chaovalit Yong- 
chaiyut visited the worst-hit southern 
districts on 7 November, the day after 
Chatichai's gaffe, and received a grand wel- 
come as he pledged quick military relief 
for homeless, hungry villagers. Although 
Chaovalit was careful to say that he had 
been sent by Chatichai, his visit doubtless 
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boosted the general's political statt 

Political analysts are becoming mo 
convinced that Chaovalit is intent on ta 
ing early retirement from the armed forc 
in April-May 1990 in order to join one 
the major political parties and try his lu 
as a civilian leader. In recent politic 
statements, Chaovalit has tended to refle 
the public mood by dwelling on corrupti 
and the wide gap between the rich and tl 


r. 

In one of his most recent speeche 
Chaovalit said there was a differen 
between "economic development," as r 
flected in the country's booming econom 
and "business development," which su 
gested that the new wealth was conce 
trated in the hands of big business rathi 
than the rural poor. As one senior Wester 
diplomat commented after Chaovalit's we 
timed visit to the south: "Before, Chatich 
was able to keep Chaovalit off-balance - 
now it's the other way around." 

In a bid to stem the tide of criticis 
Chatichai made a second visit to the sout 
on 10 November, this time to the most ba 
tered districts of Tha Sae and Pa Thiev 
where village leaders said they had forgive 
him for his earlier remarks. At the end of tk 
visit, it was announced that the prime mini 
ter had decided to postpone until mid-1% 
his scheduled trip to Denmark and the U! 
where he was to have met President Georg 
Bush, in order to attend to tl 
reconstruction of the south. 

The drastic move — d 
picted as a somewhat contri 
prime minister standing up tl 
US president after realisir 
where his true priorities lay 
was made after much deba 
among Chatichai's policy a 
visers in the hope that ! 
would recoup a large measu 
of his lost political groun 
whatever the humanitaric 
concerns. 

Political ^ sources sa 
Chatichai was totally ignora: 
of the reality of the typhoon 
devastation when he made h 
"no problem" comment — 
factor reflecting on his advise 
and Interior Ministry official 
Some of Chatichai's recent visitors repo 
that the prime minister has been in an ur 
usually depressed, distracted mood sinc 
the typhoon, contrasting with his normall 
lighthearted manner. 

He has said on more than one occasio 
over the past month that he would like to re 
tire halfway through his term, in late 199 
because at the age of 70 he finds a 12-hov 
day as prime minister hard going. Few pol 
tical analysts believe he meant it, but if polit 
cal tribulations continue to pile up for a ma’ 
who likes to characterise himself as i 
reluctant leader, they may have to think 
again. 1 
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We've found our niche. 


Personal, Office & Color Laser Copiers Laser Beam & Bubble-Jet Printers Facsimiles Electronic Typewriters Word Proce 





Technology that turns 
the world around. 


Can you still remember? When copiers were monstrous machines 
— and all they did was copy. Printers for personal computers were 
noisy — and if the text looked good, the graphics didn't. Fax was 
barely good enough to see the point — nevermind the 
details. And cameras? Only a pro could show you the 
magic you wanted to see. When corporations talked 
about business, what they meant was the bottom line. 

Then Canon turned it all around. = 
We added digital color and editing and made our p — = 
Color Laser Copiers tools for creating originals. m -— 
Our user replaceable Canon cartridge made Personal 
Copiers possible — and Laser Beam Printers, too — 
which led to desktop publishing. 











Now we’ve invented a fax so good — with 64-level grey scales — that 
even photographs are transmitted with startling clarity. And with our 
new EOS Autofocus SLRs, even a novice can capture 
professional-quality images. 

Today you will find our technology at work on 
_ the frontiers of space, energy, semiconductors, new 
materials and medical science. You will 
find our plants and research centers around the 
globe. Wherever you find us, you will also find a 
firm commitment to mutual respect, and to nur- 
turing individual talent. Turning a profit? 
Of course, it's important. But we wouldn't call it the reason we're here. 
Our niche is turning the world we all inhabit into a visibly better 
place, through innovation you can share. 






Canon . .. 


Calculators Personal Computers 35mm & Still Video Cameras 8mm Camcorders Semiconductor, Broadcasting & Medical Equipment 
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TheBAel000 Youve Got 





The First Intercontinental Mid-Size 
Twin Business Jet. The BAe 1000 is 
half the price of larger, less efficient 
business jets. You get big iron range at 
a mid-size price. The BAe 1000 will be 
ready for delivery by early 1991, at 
least two years ahead of anybody else. 
4000 Plus Statute Miles Is Business 
As Usual. No other mid-size can 
match the intercontinental range of 
the BAe 1000. Period. 

Two Pratt & Whitney PW305 Turbo- 
fans: ANew Generation. 5,200 pounds 
of thrust makes the new PW305s the 
most powerful in their class. Thrust 
reversers are standard and the engines 
burn 20% less fuel than the competition. 


Honeywell SPZ 8000 Digital Avi- 
onics: State Of The Art, Redefined. 
The most advanced avionics available 
today. So advanced, they'll still be 
state of the art years from now. 

The Cure For Cabin Fever. Almost 
three feet longer than the BAe 800, 
with an aft, pressurized baggage area 
that offers both internal and external 


access, it's the largest cabin in produc- 


tion today in a mid-size. Eight passen- 
gers can fly the maximum range and 
still emerge on speaking terms. 
Custom Completion, As You Like It. 
We're as good at meeting your cabin 
design specifications as we are at 
designing and building the planes they 


A PlaneTo Catch. 





go into. Either the Arkansas Modifica- 
tion Center in the USA, or Chester in 
the UK...or choose the custom com- 
pletion facility that suits you best. 


For more information on the BAe 1000 
or the BAe 800, write: Corporate 
Aircraft Sales Department, British 
Aerospace (Commercial Aircraft) 
Limited, Comet Way, Hatfield, Hert- 
fordshire, England, AL10 9TL, (07072) 
62345. In the USA: Kenneth C. 
Spinney, VP Marketing-Corporate, 
British Aerospace, Inc., PO. Box 17414, 
Washington-Dulles International Air- 


port, Washington, D.C. 20041. Or call 


/03-478-9420. 


BRITISH AEROSPACE 
BAe1000. YOU'VE GOTA PLANE TO CATCH. 










y Nigel Holloway i in Tokyo and 
lurray Hiebert in Bangkok 


ao Premier Kaysone Phomvihan's 
recent official visit to Japan, his first to 
an industrialised, capitalist country 
ince the communists seized power in Laos 
1975, marks. an effort to open the land- 
ocked nation to.the non-communist world. 
| France, Laos’ former colonial master, 
ied for the honour but was upstaged by 
apan, Laos’ most important aid donor. 
Kaysone, 69, who is also his country’s com- 
nunist party chief, is planning a visit to 
rance in December, diplomats in Vientiane 













Ay. | 

.. Vientiane's diplomatic priorities signify 
he importance the Lao People's Revolution- 
ry Party places on economic aid. Japanese 
conomic assistance to Laos rose to Y 1.8 bil- 
on (U5$14 million) in 1988 against ¥1 bil- 












nly to Sweden's, which then totalled US$9 
villion. 
. Ata meeting with Japanese Prime Minis- 


apan would increase its aid to Laos and that 
| government mission would go to Vien- 
iane early in 1990 for the first of what are ex- 
pected to be annual talks on economic coop- 
ration. 
During a stopover in Bangkok en route 
pack to Laos, Kaysone’s Deputy Foreign 
linister Souban Srithirath told journalists 
hat Japan had offered to step up assistance 
n agriculture, forestry, communications, 
ransport and hydroelectricity. 
. Officialsin Tokyo say that the current po- 
itical and economic disarray in the Soviet 
Jnion and Eastern Europe has led to a drop 
n assistance to Laos from the communist 
ploc. And closer to home, Vietnam is facing 
5o many problems of its own that it can no 
onger offer much help to Laos, which now 
as few other options but to seek help from 
apan. A Japanese Foreign Ministry official 
paid relations between Vientiane and Tokyo 
ave developed "quite well" since the Lao 
overnment introduced economic reforms 
1 1986. 


Japan's most important contribution to 


Laos is its Y5.2 billion in concessional loans, 
which were spent on the construction of the 
Nam Ngum dam in the mid-1970s. Sales to 
Thailand of electricity generated by the dam 
account for most of Laos' foreign currency. 


_ Beyond discussions on aid, there was no. - 
sign of any change in tone or substance in ~ 


the Lao attitude towards the conflict in 
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ion in 1983. At the last official count three. 
rears ago, Japanese aid to Laos was second 


er Toshiki Kaifu, Kaysone was told that - 


FOREIGN RELATIONS. 


ao | premier seeks more aid from Japan 


;conomic priority 





Cambodia and the country's future relations 
with Vietnam. Kaysone observed that Cam- 
bodian Government troops were much 
stronger than Westerners believed. 

Kaysone's visit to Tokyo was useful to 
Japan at a time when Tokyo is refusing eco- 
nomic aid to Vietnam and does not recog- 
nise the Hun Sen government. Warming 
ties with Laos, say officials in Tokyo, can 
demonstrate to the rest of Indochina what 
effect economic aid can have on such poor 
countries — a sort of carrot-by-proxy ap- 
proach. 

Japan wants eventually to develop what 
officials call a "triangular" relationship with 
Indochina and Asean. The length of the 
sides of the triangle will depend on the way 
events unfold in the region. 

During the past three years, Vientiane 
has introduced wide-ranging reforms, re- 
placing Soviet-style central planning with 


4 market economy that encourages private 
enterprise and foreign investment. 





Laos also has sought to reduce its near l 
total dependence on Vietnam and the Soviet .. 


bloc for aid. In October, Kaysone visited 3 


China for the first time since Sino-Lao rela- E 
tions soured following Vietnam's 1978 inva- -= 
sion of Cambodia. During that visit, China. . 


and Laos signed agreements on border de- E. 
lineation and consular and cultural coopera- 


tion. 

Except for two visits to Thailand — one in 
1979 and the other in early 1989 — Kaysone 
had never travelled outside of the Soviet 
bloc, Vietnam and Cambodia before his vis- 
its to China and Japan. 

Many capitalist countries, including Ja- 
pan, France and Australia, along with such 
international organisations as the World 
Bank and the ADB, have continued assist- 
ing Laos while suspending aid to its 
Indochinese allies following Vietnam’s 
ouster of the communist Khmer Rouge ` 
regime in Cambodia more than a decade 
ago. d 
: The US never cut diplomatic relations... 


with Vientiane as it did with Hanoi and | - 
Phnom Penh. Washington recently signed ^. 
an agreement to help Laos combat opium 
production, while Vientiane agreed to step |. - 
up cooperation in the search for nearly 550. 
American servicemen — mostly pilots ando 


Special Forces troops — still listed as missing - ij 
in Laos since the IndochinaWar. /— . w 





BURMA 


New centre for political prisoners to be set up 


Isolation tactics 


n reat AAAA ad fines AON te Rt ate abe PASAY RICE ELEN AAG Nb SA A: 


a oe et via bt Poe ee rr Re I NNN AON RIAN, fa eee HIP 


| D urma's military government is to set 
Y up a new detention centre for political 
prisoners in Putao, in the north- 
ernmost corner of the country, according to 
Burmese sources in Rangoon. Since the rul- 
ing State Law and Order Restoration Coun- 
cil’s (SLORC) 17 July announcement of Mar- 
tial Law Decree 1/89, vesting the military 
with the power to conduct summary trials, 


at least 5-8,000 people have been arrested 


countrywide. 


Many of these new detainees are likely to 
end. up in Putao, the sources claim. In the 
1960s, the military regime used to deport po- 
litical prisoners to the remote Coco islands in 
the Andaman Sea, but that scheme was 
abandoned in the early 1970s in the wake of 


several strikes and uprisings among the de- 
tainees. 


The choice of a new site for a detention 
centre came as no surprise to political obser- 
vers. Putao is a remote town, located about 


250 km north of the Kachin state capital of 
"Myitkyina and surrounded by the highest 


mountain ranges in Burma. The only link 
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with the outside world is by air to Myit- [n 


kyina, since the road was cut and destroyed... 


by ethnic Kachin rebels more than 20 years — : 
ago. au. 
Putao itself, however, has always been D 


considered a safe area by the government. — 


The local tribe, the Rawang, is the only E 


Kachin tribe that has not rallied behind the 


local insurgency but has remained largely - 
loyal to the government. e 

SLORC spokesman, Brig.-Gen. Khin 
Nyunt, made two lengthy speeches on 5 
August and 9 September, claiming he had 
unearthed "communist" as wellas “rightist” - 
conspiracies against the government. 

The accused in the "communist plot" al- 
ready have been sentenced to long prison 
terms with hard labour, though no names 
have been made public. Those involved in ~ 
the “rightist plot" are expected to be sen-  - 
tenced soon. | 

Meanwhile, arrests are continuing in 


“Rangoon. On 29 October, a Baptist minister _ 


was arrested in the capital for conducting an . — 5 


outdoor service, allegedly in violation of . 
SLORC decree 2/88, which bans gatherings of | 2 


more than four people. eO ; 














PHILIPPINES 1 


Heel-dragging 


‘Congress debates regional autonomy 


Remote control 


he Philippine Government is slowly 
i working towards a decentralisation 


of power from Manila as promised in 
the post-Marcos constitution — a shift to 
local autonomy which many people see as 


crucial to broad-based economic develop- 


ment. 

Yet some administrators fear the end re- 
sult will be a mere tinkering with a system 
that concentrates official revenue and power 
in a self-fascinated capital and leaves much 
of the countryside to stagnate under the heel 
of provincial barons. 

The 1987 constitution lays down the prin- 
ciple of nationwide local autonomy and in- 
structs the congress to enact a new local gov- 
emment code "which shall provide for a 
more responsive and accountable local 
government structure instituted through a 
system of decentralisation with effective 
mechanisms of recall, initiative and referen- 
dum..." 

The constitution also prescribes au- 
tonomous regions in Mindinao 
and the northern Cordilleras, 
which in recognition of cultural 
distinctiveness will be the only 
areas to have their own region- 
al governments. A referendum 
on 19 November will ask 13 
southern provinces whether 
they want to join the so-called 
Autonomous Region of Mus- 
lim Mindanao. The Cordilleras 
vote on 27 November. 

But in more typical areas, 
strong views in favour of local 
autonomy are shared by nearly 
all governors and  mayors 
whose complaints about cen- 
tralised management, a slug- 
gish bureaucracy and the slow 
flow of development funds 
have now grown from a refrain 
into a chorus. It is, they say, a 
system of subservience, depen- 
dency, dole-outs and patron- 
age. 

As things stand now, gover- 
nors have no authority over of- 
fidals from national agencies 
based in their provinces, such 
as the key departments of pub- 
lic works and highways, ag- 
riculture, health and education. 
Out of the total national budget 
of P220 billion (US$10 billion) 
in 1989 the local governments' 
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 barangay to another — 


share in the internal revenue allotment is 
only 1.86% or P4 billion. And with any- 
where between 85% and 91% of overall ex- 
penditure coming directly from national cof- 
fers and therefore out of their hands, local 
executives find themselves increasingly 
frustrated. 

Technically, infrastructure projects are 
agreed on at municipal, provincial and re- 
gional development council level before 
going on to Manila for approval and inclu- 
sion in the General Appropriations Act. But 
though they or their representatives are in- 
volved in these consultations, the nation's 
congressmen are also empowered to inter- 
cede with the departments of local govern- 
ment, budget and management, and public 
works and highways to realign a project. 

Such a practice, which may involve mov- 
ing a proposed bridge or road from one 
where a lawmaker's 
political interests are perhaps better served 
— infuriates local executives given the fact 
that congressmen each received P10 million 
this year for what amounts to their own 


Osmena's vision for a federal Philippines 
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pork-barrel projects. Sen. Leticia Shaha 
says the tug-of-war that goes on underlin 
the linkages between political power in tl 
provinces and economic power obtains 
through the central government. 

Luis Villafuerte — governor 
Camarines Sur in southern Luzon, cha 
man of the Philippine League of Governc 
and the former head of the Presidental Cor 
mission on Government Reorganisation 
is one who feels that Manila and the cou 
tryside are almost different countries. La 
year, he opened a self-styled "embassy" f 
his province in the capital's diplomatic ar 
business district of Makati. 

"When we speak of local autonom 
what we are really demanding is the de« 
onisation of the provinces from the imperi 
government of Manila," Villafuerte sai 
"We have tried a highly centralised for 
of government. It hasn't worked. We hav 
tried an authoritative form of government. 
didn't work. What we should be doing 
what our constitution says we should d 
This is not a debatable question." 

How to handle inequalities among tł 
provinces and regions is still a major co 
cern, however. Negros Occidental Gove 
nor Daniel Lacson, who feels little hi 
changed in his province despite its inclusic 
in the decentralisation experiment, wan 
local autonomy to be initially introduced : 
the so-called Class A provinces — those coi 
tributing the most in terms of internal re 
enue. “The ability of province 
to stand on their own feet is : 
uneven as the capability of loc 
officials," he points out. “Thi 
makes nationwide implemetr 
tation problematic." 


acson, widely cons 
L dered one of the cou 
try's most capable gove 
nors, worries that at region 
level, one relatively develo, 
ed province could end u 
being burdened down by tł 
other provinces — a dispari! 
which emerged when region 
development councils we! 
first introduced in the ear 
1970s. 
Fears that decentralisatic 
will only strengthen the han 
of powerful provincial baror 
(REVIEW, 14 Sept.) may not t 
so convincing. Alex Brillante 
an assistant professor at tk 
University of the Philippine 
says the increasing assertivi 
ness of elected provinci 
boards and the overseeing pr 
sence of the Commission o 
Audit and non-government o 
ganisations already tends t 
put a brake on the govemor 
even in cases where they dom 
nate their provinces. 
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He also points out that v with ees de- 
ntralisation, the onus of accountability will 
ift from the national government to local 

dministrators and make it much more dif- 
cult for a governor to put the blame on 
fanila for his own shortcomings. 
Conscious of the need to take the ini- 
tive on local autonomy, President Cora- 
n Aquino’s government has used existing 
-xecutive powers to undertake a pilot de- 
wentralisation project involving the five pro- 

inces of Batanes, Tarlac, Laguna, Negros 
5 Deciden tal and Davao Oriental. It is also try- 
omg to strengthen the 13 regional develop- 
ent councils which are supposed to coor- 









beartly by assigning the public works budget 
"wide them. 


With an eye to constitutional rearrange- 


f&nent, the presidential executive-legislative 


wommittee has also approved a Decen- 







wy the Department of Local Government. 
e executive hopes this will serve as a posi- 
Pon paper when the congress gets round to 
‘debating its own legislation. 
. Finance Undersecretary Ramon Katig- 
ak, a member of a cabinet working group 
»n local autonomy, says if a divisive con- 
arontation between lawmakers and local 
ecutives is to be avoided, the congress 
ould consider its bill in concert with the 
S binet-backed draft. 
, Although some prog had already 











A bond development councils, the budgetary 
» islation provided the framework neces- 
sary to make the system work, Katigbak 
said. In breaking down the whole budget 
anto separate parts — national and regional 

— the government's blueprint gave the gov- 
amors the responsibility for development 
projects and the congressman the job of sec- 

siring the appropriations. 

However, the government bill will have 
xo be matched with no less than three sepa- 

vate draft bills on local autonomy which 
nave been introduced in the lower house of 
“ongress. Meanwhile, the senate will initiate 
ats own bill. Should both be passed, the dif- 
ferences will have to be resolved in a joint 
conference committee. 

Some feel mány congressmen will be less 
shan keen to hasten the process. Particularly 
where they or their benefactors are in 
conflict with their home governor, con- 
igressmen are invariably opposed to full- 
blown local autonomy because it could de- 

rive them of sources of patronage and 

Earlier this year, for example, Aquino is- 
sued a directive permitting governors to at- 
tend provincial pre-qualification meetings at 
which officials and members of the private 
sector decide what contractors are suitable 
tenderers for specific projects. In Sep- 
tember, leading party and congress figures 


persuaded the president to rescind that 
order. As Aquino later explained to a dis- 
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Minate projects among the 73 provinces, - 


^ alised Budgetary and Planning Bill, drafted 
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gruntled delegation: "I'm afraid we have to 
live with congress. It's budget time." 

Senior bureaucrats have mixed opinions 
about local autonomy as well, but that prob- 
ably comes as little surprise in such a top- 
heavy structure. A recent survey of 12 ru- 
rally important government departments by 
the Ateneo de Manila University showed a 
senior staff of 53 under-secretaries and at 
least 72 assistant secretaries — many of 
whom would be left to twiddle their thumbs 
under a decentralised system. 

Supporters of autonomy are dismayed 
by the recent rise of Congressman Celestino 





Martinez to the chairmanship of the relevant 
lower house committee. An old-style politi- 
cian, the Cebu congressman is said by in- 
siders to be only luke-warm on local auto- 
nomy. Committee vice-chairman and South 
Cotabato Congressman Hilario de Pedro be- 
lieves there is little hope of a bill passing its 
third reading until next February. Apart 
from consolidating the three differentlower- 
house bills and more than 300 separate 
amendments to the existing code, the com- 
mittee is committed to about eight weeks of 
public hearings before the proposed legisla- 
tion is sent to the house floor. 

Pessimism about the outcome is rife. 


be a sad skeleton." 


Cebu Sen. John Osmena, for one, doubts 
the legislation will even reach conference 
committee stage "and if it does, it will only 
Nor can much be ex- 
ted from the senate. The nationally 
elected 23-member senate, does not share 
the same concerns about a political consti- 
tuency and is likely to push forward a more 
radical bill, but in any test of wills, the lower 
house usually enjoys the upper hand. 

To apply pressure, Villafuerte has vowed 
that if congress waters down the legislation 
or fails to take significant action by 31 De- — 
cember, a newly formed League of Leagues 
— à united front of governors, vice-gov- 
emors, mayors, provincial board members 
and barangay councillors — will mount a 
signature campaign aimed at forcing a 
people's referendum on the issue. Under a 
constitutional provision, the league will 
need 2.7 million signatures — 10% of total 
voters, but not less than 3% in eac legis- 
lative district — to override the lower 
house. 

Osmena has, meanwhile, opened a cam- 
paign for a much more radical approach to 
local administration. Although the constitu- 
tion cannot be amended until 1992 — five 
years after its promulgation — Osmena is 
pushing for a referendum on a proposed 
federalist system under which the Philip- 


pines would be divided into 12 states — 


each with exclusive jurisdiction over the po- 
lice, natural resources, infrastructure and 
public works, fiscal policy, land use, health 


and local government. a 
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Local leaders must go cap in hand to Manila 


The purse strings 


| ros Occidental, Governor Daniel Lacson 
chafes over the way it takes him six 
months to get approval to buy a dump 
truck. Quezon Governor Eduardo Rod- 
riguez has a similar gripe. “It is not just the 
money, he says. “What I really want to do is 
manage my own province.” 

Such complaints are heard throughout 
the Philippines as local officials flex their 
muscles and demand what the 1987 con- 
stitution prescribes and a reluctant congress 
has yet to deliver: the authority and the fi- 
nancial resources to get things done — the 
way they want them done. 

In essence, provincial administrations 
obtain their funds from two sources — local 
taxes, mostly in the form of real estate and 
entertainment levies (which usually ac- 
counts for 7% of total expenditure) and na- 
tional internal revenue allotments, which 
along with certain project finance is channel- 


I n the western Visayas province of Neg- 
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led through the Department of Local Gar 
ernment's National Assistance to Local Gov- 
ernment Units (NALGU) scheme. 
Regulations and guidelines laid down by 
the central government mean that local au- 
thorities must contribute 18% of their annual 
General Fund income to the Integrated Na- 
tional Police, and 5-7% for the operation of 
provincial hospitals. On top of that, 20% of 
the revenue allotment has to be set aside for 
development projects, which must first get 
the go-ahead from the regional director of 
the Department of Local Government — a 
process often taking three months or more. 
Before NALGU projects can be approved, 
they must pass through the hands of the 
municipal, provincial and regional develop- 
ment councils, the National Economic Deve- 
lopment Authority, the cabinet and finally 


congress. After that come the negotiations d 


over specifics, documentation and bidding. 


In cases where overseas aid or loan moneyis = 
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Your expertise is in creating wealth. 
is in orchestrating 
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WHILE you are able to conduct your 
business with speed and efficiency, rarely 
do you have the time to orchestrate your 
personal investments with equal ease. 

At Lloyds Bank International Private 
Banking, we have an expert international 
investment team able to make quick 
investment decisions on your behalf. 
Based on agreed objectives, a Portfolio 
Manager will ensure your funds are 
invested in the best possible way, 
balancing risk and return in line with 
your needs. 

We have both the time and resources 
to assess world markets continually, to 
weigh the impact of political and 
economic changes. Ín today's volatile 
conditions, such facilities are invaluable 
to the private investor. 


its growth. | 





YOUR PRIVATE BANK 
Through a personal adviser, your account 
executive, all the skills of a banking 
network spanning 40 countries can be 
mobilised to help you achieve your 
goals. Nowhere will you be assured a 
more professional, discreet, efficient and 
personal service — worldwide. 

To find out more, please contact: Steve 
Ushiyama, 2901-4 Admiralty Centre, 
Tower 1, 18 Harcourt Road, GPO Box 
10126, Hong Kong, or tel (852-5) 823.2122/3. 
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olved, there are often delays in arranging 
*eso counterpart funding. 

. The central government collects far more 
^ternal revenue from the country’s 13 re- 
Nons than it gives back — something which 
ives rise to claims that Manila is sucking the 
Keblood out of the countryside. The allot- 
rent for the average region, according to of- 
cial figures, is only 46.8% of collection. 

_ But this is misleading. It ignores services 
wand funds provided directly to the public by 
pentral government departments. Taking 
^*ese into account, the national government 
-A fact returns between five and six times 
» hat it receives. For Region 7 (Central Vis- 
as), which includes the economically 
^riving island of Cebu, the ratio of national 
overnment expenditures to collections is al- 
nost 20 times, and for three other regions it 
_ between nine and 15 times. 
. What this does illustrate, however, is the 
"xtent to which Manila holds the purse 
Brings. Across the country's 13 regions an 
*erage of 87% of all government services is 
irectly provided — and therefore control- 
ad — by the national government. Even for 














ore deos Cagayan Valley (Region 2) 
d the Eastern Visayas (Region 8), the fig- 
“are is closer to 91%. 

Local governments technically have no 
-ay in what happens to the province's share 
f the Department of Public Works and 
Tighways' Regular Infrastructure Fund, by 
r the largest cash injection, which goes to- 
„wards national highways, barangay (village) 
soads (as separate from provincial roads, 
*which are the responsibility of local govern- 
pen) schools, bridges and other work. 





A study prepared by the Cabinet Assist- 
ance System (CAS) says that 75% of national 
taxes are collected in the National Capital 
Region (NCR), or Metro-Manila, and much of - 
the rest from Regions 3 and 4 covering cen- 
tral and southern Luzon. But while this may 
leave the impression that the NCR subsidises 
the rest of the country, itis not an entirely ac- 
curate picture. 

Many major corporations — including 
mining and timber companies — generate 
much or all of their income from the pro- 
vinces, but pay their taxes through their 
Manila head offices. The practice angers 
local executives who are still waiting for con- 
gress to pass a law to give local governments 
a cut of the taxes on natural resources pro- 
jects. 


mining companies have operated for 

years without contributing much to 
the local economy. Cebu Governor Emilio 
Osmena, the brother of federalist Sen. 
John Osmena, said that because copper ore 
taken out of the Atlas Consildated Mining 
Corp.'s huge Toledo mine goes to Leyte for 
processing, itis not credited as a Cebu collec- 
tion. The same applies to the island's man- 
goes, which are shipped to Manila for pack- 
ing. 

She cabinet study found that in the ab- 
sence of such biases, the average region 
should be able to triple its collection. It says if 
the regions reached their full revenue poten- 
tial, about seven could probably cover all the 
existing national expenditures and generate 
healthy surpluses and another two would 
have small deficits, but Regions 1 (Ilocos), 2 


| acson said that in Negros, timber and 


Manila's grip on resources: projected 1989 budgetary spli 


Region 


Grand total 


— Western Visayas 

Central Visayas 

Eastern Visayas 

Western Mindanao 

_Northern Mindanao 
_ Southern Mindanao 


Western Min Mindanao. k "E 
Central Mindanao — ^ =c 


Cordilleras Autonomous Regio 
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| and 8, in particular, would still need heavy 


and continuing subsidies. 
Because true local autonomy means in- 
creasing the ratio of locally controlled funds 


— preferably to at least 50% — the study 


concludes that the real issue lies not in 


increasing regional allotments, but in 


strengthening regional authority. 

World Bank consultant and former Uni- 
versity of the Philippines’ (UP) College of 
Public Administration dean, Gabriel Ig- 
lesias, notes that despite efforts to reor- 


-ganise and strengthen the regional develop- 


ment councils, they still suffer from a lack of 
resources and authority to affect regional 
planning. Their membership is unwieldy, 
comprising in some cases over 70 local 
executives, regional heads of national de- 
partments and representatives of govern- 
ment agencies, 

Leaving the self-governing models of 
Mindanao and the Cordilleras aside, the 
cabinet study suggests a three-phase decen- 
tralisation plan for the 13 non-autonomous 
regions, established at provincial level, 
which it says could be implemented within 


18 months of congress enacting an accept- = 


able local government code: 

> Budgetary decentralisation, which would 
be a natural extension of the present Region- 
al Development Council process. 

P Regional or provincial financial manage- 
ment, under which the region or province 
would assume responsibility for collecting, 
receiving and disbursing all local and na- 
tional government funding. 

Local government operational manage- 
ment of central government line department 
functions. n John McBeth 
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If you are considering, or are now, investing in one 
or more of Asia's fast paced stockmarkets, a trial 
of ASIAN MARKETS MONITOR may prove to 
be your wisest investment in 1989. As everyone 
knows a major key to successful investing is having 
the right information at the right time, and that's 
what each issue of AMM delivers to its many read- 
ers each and every week. 


A no nonsense, straight from the shoulder weekly 
newsletter AMM will provide vou with detailed 
market commentary, objective reports on sectoral 
developments and the reasons behind them, high- 
lights of results of large and medium sized com- 
panies, informed analysis and opinion and much, 
much more. | 


Normally available for longer terms for a limited 
time only we are offering a trial to . 

ASIAN MARKETS MONITOR so that you can 
discover for yourself how very helpful AMM can 
be to you when it comes to making the right invest- 
ment decisions. 


AMM is written, complied and edited by 
specialists throughout the Asian region and pub- 
lished by a wholly owned subsidiary of Review 
Publishing Company Ltd., publisher of the Far 
Eastern Economic Review, Asia's most authorita- 
tive business/news publication. 


Because we are so confident that once you've 
sampled AMM for yourself, you will discover 
how valuable it can be to you in making invest- 
ment decisions, we are offering a 13 issue 


trial-period for only US$150. That amounts to 


US$11.54 per week, less than the price of a moder- 
ate lunch. | 


Why not begin 1989 with your best investment foot 


forward by placing your trial order to AMM today. 
We firmly believe that you will begin b benefitting 
from the very first issue. : 


If for any reason after ordering AMM you wish tc 
stop your trial subscription, you may do so at any 
time and receive a full refund of the unused por 
tion of your payment. 


Order now while you are thinking about it anc 
start receiving the kind of timely news and infor 
mation vou need to have about the Hong Kong. 
Singapore, Malaysian, Philippine, Thai and Ko 
rean stockmarkets. You have everything to gair 
and nothing to lose. 


To order simply complete the coupon and send ii 
along with the appropriate payment or completec 
charge card information. 
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To: Publications Div., Dept. AMM, Review Publishing 
Company, Ltd., GPO Box 160, Hong Kong. 









Yes! Please enter my 13 issue tial order to Asian Markets 
Monitor immediately so that I can begin to benefit from the 
investment intelligence | will receive each week. 13 issues —- 
US$150/£91/HK$1,170. 


(1 Iperfer to order bs 52 issues — US$599/£363/HK $4,670, 


You may forward equivalent payment in any convertible cur- 
rency. 


tj Lenclose in payment thereof (cheque payable to 
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credit card (tick one): 
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oll ts unlikely to resolve problems in Mindanao 


A flawed formula 


cide the shape of the Autonomous 
Region of Muslim Mindanao could 
»e the Philippines' boldest step yet towards 
ecentralisation. But President Corazon 
quino's half-hearted support, threats 
wf renewed violence by the Moro National 
Aberation Front (MNLF), religious differ- 
nces, and differing legal opinions over how 
imn outcome of the vote should be inter- 
»reted, have cast a deepening shadow over 
he poll. 

In the 1940s, the Mindanao provinces 
overed by the referendum were almost ex- 
‘lusively the domain of the Muslims. But 

»* dramatic demographic transformation 
merged in the 1950s, when Christians first 
"»egan settling on the southern island in 
»arge numbers, and has become even more 
'onounced since 1976 — a 13-year 
riod marked by continuing reset- 
ement and a soaring Christian birth 
ate. 

Although Aquino recently com- 

eted a swing through some of the 
$3 provinces and nine cities which 
will vote on the Organic Act for an 
‘Autonomous Region in Muslim Min- 
lanao, her public statements were 
war from enthusiastic and have led to 
"speculation that she is distancing her- 
self from a concept she believes is ill- 
‘onceived in its current form. 

On her weekly 29 October radio 
»rogramme, the president said a 
"no" vote would either reflect an ob- 

section to some of the provisions of 
he act or perhaps a desire for a re- 
lrafting of the entire measure — a 
'omment that can hardly have sent 
encouraging signals to those who are cam- 
pasning for ratification. Said one Asian dip- 
omat: “It almost seems as if she knows it 
vill fail, so why associate herself with a 
Klop." 

Insiders now say that Aquino believed 
Krom the start the act was flawed, but rather 
khan risk a row with congress, she decided 
Ko sign it and leave it to the people to make 
up their own minds. This would certainly 
explain her consistently neutral stance and 
why she has been reluctant to postpone the 
referendum or come out openly and en- 
dorse the legislation. 

Given the latent distrust between Mus- 
lims and Christians and the lack of an effec- 
Kive information campaign, the benefits of 
focal autonomy have never been a factor 
&n the thinking of many Mindanao con- 
stituents. The Christians outnumber Mus- 


T he 19 November referendum to de- 
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Aquino arrives in Mindanao on autonomy vm 


lims — the ratio being 70:30 over the area 
covered by the referendum — and they are 
deeply suspicious of joining a region called 
Muslim Mindanao. 

Lanao del Sur Congressman Ali Dimap- 
oro said he believed the act could be a lasting 
solution to the Mindanao question "if it is 
properly implemented." He acknowledged, 
however, that it was not welcomed by 
Christians "because they think it will allow 
the Muslims to lord it over them." 

For this reason alone, local officials ex- 
pect only the five Muslim-dominated pro- 
vinces of Tawi-Tawi, Sulu, Basilan, Maguin- 
danao and Lanao del Sur to approve the act, 
which among other things will open the 
way for the election of a regional governor 
and legislative assembly, allow the retention 
of 60% of internal revenue and other na- 





" ! 


tional taxes and guarantee P10 billion 
(US$454.5 million) in aid from the central 
government over the next five years. 

A recent public opinion survey carried 
out by a leading Mindanao academic 
showed that 78% of Christian voters reject 
the act, compared with 82% of Muslims who 
are said to support it. If this is accurate, it will 
create an awkward situation for the predo- 
minantly Christian city of Cotabato, one of 
the nine special urban electorates. Not only 
will authorities have to drop Cotabato City 
as the proposed regional capital, but the 
city's status as administrative capital of sur- 
rounding Maguindanao will be in question. 

And that has only been part of the 
headache. Because of an apparent conflict in 
wording between the constitution and the 
act itself, it took a last minute Supreme 
Court ruling on 11 November to determine 
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that five provinces, or perhaps as few as 
three according to some predictions, can le- 
gally constitute the self-governing zone. 

The act states that the autonomous re- 
gion "will consist of those individual units 
[provinces and cities] which vote in the 
majority for it.” The constitution, on the 
other hand, says the region can only be 
created “when approved by the majority of 
the votes cast by the constituent units in a 
plebiscite called for the purpose, provided 
that only provinces, cities and geographic 
areas voting favourably in such a plebiscite 
shall be included in the autonomous re- 
gion.” 

Prior to Aquino signing the law, the pre- 
sident's legal advisers are said to have as- 
sured her that there was no ambiguity. But 
despite the court decision, there is a wide 
body of opinion which believes that there 
are contradictions and that the constitution 
implies a majority of voters in all 13 pro- 
vinces have to actually approve the creation 
of the region before it can be proclaimed. 

The last-minute legal hassles could have 
been averted if the Commission on Elections 
(Comelec) had been called on to pose a sec- 
ond question in the referendum: whether 
voters who favour ratifying the act, 
also want their provinces and cities to 
join the autonomous region. 

Camilo Cabili, long-serving 
mayor of the largely Christian city 
of Iligan on Mindanao's western 
coast, said that though the ruling 
Lakas ng Demokratikong Pilipinas 
coalition approved his resolution 
calling for a second question on the 
ballot paper, nothing more came 
of it. 

Comelec commissioner Haydee 
Yorac said the organisation was 
never informed of the party resolu- 
tion, but that when several leading 
politicians made an informal ap- 
proach some weeks ago over the pos- 
sibility of a double-barrelled ballot, 
they were told the commission 
would be amenable if the suggestion 
received the approval of one or both houses 
of congress. 

Yorac told the REVIEW that apart from 
several meetings with presidential aides, 
she also went to the house of representa- 
tives on 18 October — the day congress ad- 
journed for a month-long recess — to ex- 
plain in "categorical terms" what the impli- 
cations could be if more thought was not 
given to the issue. Again no action was 
taken and in the end the commission voted 
4-3 to adhere to its original single-question 
mandate. 

Jeddah-based MNLF leader Nur Misuari 
has denounced the referendum on the 
grounds that it is not specifically mentioned 
in the 1976 Tripoli Agreement, which then 
president Ferdinand Marcos signed in al- 
most an act of desparation to head off fur- 
ther bloodshed. He also says that there is no 
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provision for a regional security force. 

Several recent instances of violence al- 
ready have been attributed to the MNLF, but 
while the Philippine military is clearly ner- 
vous about a new outbreak of hostilities and 
has positioned battalions at a number of po- 
tential hot spots — most of them around the 
principal towns — officials are unsure 
whether the secessionist forces will make a 
serious effort to disrupt the voting. Dip- 
lomatic sources said that if there have been 
guerilla landings on the Zambonga penin- 
sula and in South Cotabato and Sultan 
Kudarat provinces, as has been widely re- 
ported, it is more likely at this stage to be a 
reshuffling of forces between the MNLF's 
main Jolo base and the Mindanao mainland 
to remind authorities that the MNLF remains 
a significant player in unfolding events. 

Misuari has a standing force of 2,500 and 
up to 5,500 trained militamen, many of 
whom have access to better arms than the 
communist New People's Army (NPA). Al- 
though it may lack the ammunition to 
mount a sustained offensive on the same 
scale as in the early 1970s, the MNLF's inven- 
tory includes a stock of B40 and B41 rocket 
grenades — a weapon the NPA has never 
managed to acquire. 


Misuari will be able to carry out his 

threat of going back to a battlefield that 
has already claimed an estimated 40,000 
lives. Apart from the formation of a reform 
wing in the MNLF which favours working 
within the constitution, he has had to con- 
tend with other rifts in the ranks — particu- 
larly between his Tausug clansmen of Sulu 
and Tawi-Tawi and the more populous 
Maranaos of Lanao del Sur. 

^Misuari's problem is keeping the MNLF 
alive, which is why he takes strange and un- 
usual stands," said one Mindanao watcher. 
"The problem he has is finding an issue that 
is legitimate." Although it would be a blow 
to his prestige if a significant number of 
Muslims voted for the act, the rebel leader 
still has the backing of the 46-member Or- 
ganisation of Islamic Conference, which 
Manila cannot ignore. 

Arab diplomatic sources are critical of the 
government and the act's sponsors for fail- 
ing to spend more time in explaining the 
implications of the legislation. They said it 
would be better if the referendum was de- 
layed until early next year. However, in 
sticking to the Tripoli accord as the basis for a 
settlement, they also acknowledge the dif- 
ficulties inherent in trying to unify Christ- 
ians and Muslims. 

In specifically naming the region “Mus- 
lim Mindanao,” the constitution may have 
turned off Christian voters. The Muslims, 
on the other hand, appear to have an even 
greater fear of being dominated by the 
Christians. For them, local autonomy could 
very well be a choice between subjugation 
and self-segregation. = John McBeth 


I is by no means certain, however, that 
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Independence issue dominates election campaign 


Separatist sentiments 





By Lincoin Kaye in Taipei 








he issue of Taiwan independence in- 

creasingly dominates the run-up to 

the 2 December island-wide elec- 
tions. The New Nation Alliance (NNA), a re- 
cently formed group of 32 candidates from 
the radical New Tide faction of the opposi- 
tion Democratic Progressive Party (DPP), has 
openly included the call for independence in 
its election platform. And a widely revered 
symbol of the opposition cause has returned 
from five years’ exile abroad to promulgate a 
draft “basic law” for a “Taiwan republic.” 

Technically, the very mention of Taiwan 
independence is seditious. But the au- 
thorities are in no position to move against 
legal scholar Lin Yi-hsiang, author of the 
“basic law.” The ruling Kuomintang (KMT) is 
still tainted by the unsolved murder of Lin's 
mother and children while the dissident was 
imprisoned on sedition charges. Since his 
parole in 1984, Lin has held a succession of 
fellowships in the US, Britain and Japan. 

Nor can the KMT readily jail its election 
opponents with the glare of international 
publicity focused on December's unpre- 
cedented polls. Western human-rights 
groups have started sending in observation 
teams, US congressmen have expressed an 
interest in monitoring the polls and foreign 
print and television journalists are busy re- 
porting the campaign. 

Nevertheless, the government has no in- 
tention of allowing the independence advo- 
cates to defy the law with impunity. Shih 
Ming-chiang, the Justice Ministry’s chief 
prosecutor, has directed his subordinates to 
collect evidence for sedition cases arising 
from the campaign. Officials have hinted 
that newspapers could be indicted for pub- 
licising Lin's proposal, which was printed in 
full by two Taipei daily newspapers. 

The follow-up on these threats will prob- 
ably come after the election, and the scope of 
the crackdown could well depend on how 
much support voters give the Taiwan inde- 
pendence platform, as demonstrated by the 
electoral showing of the NNA candidates. To 
that extent, at least, the alliance will have ac- 
complished its stated purpose of elevating 
the campaign above mere personalities and 
local issues and turning it into a de facto ref- 
erendum. 

Public opinion polls show only 1576 
of the electorate in favour of indepen- 
dence when it is put to them as an abstract 
proposition. The NNA is betting, how- 
ever, that the idea will prove more popu- 
lar when embodied in charismatic candi- 
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dates and presented in campaign rhetoric 

"Young Turk" lawmakers from the ruli 
ing partys New Kuomintang faction are 
equally convinced they can turn anti-inde 
pendence arguments into a campaign asset 
So is the KMT's chief election strategist, Kuam 
Chung, who declared independence advo 
cacy only "stirs up internal hatreds and divi 
sions . . . [and] invites outside interference." 

The interference which most worries 
Taiwanese is that of the communist regime 
on the mainland. Peking is prepared te 
grant Taiwan considerable autonomy, bu* 
no form of independence. In the wake ot 
the NNA broadside, Hongkong's pro-Peking 
Wen Wei Pao newspaper published an edito 
rial accusing the KMT of indirectly fanning 
the flames of Taiwan's independence move 
ment. 

The pro-KMT China Times in Taipei coun: 
tered that no one was more effectively 
fostering Taiwan independence sentiment 
than the Peking regime itself, with its bruta: 
treatment of its own citizens. The alliance 





Lin: ‘basic law’ author. 


candidates, for their part, left no doub 
about their feelings towards Peking — they 
burned five Chinese flags at their inaugura 
rally. The KMT, ever wary of angering it: 
giant neighbour, further intensified its anti 
independence rhetoric. 

But a contradiction looms on the horizor 
for the political reformers in the KMT. Severa 
articles of Lin’s proposal appear to differ lit 
tle from parts of the ruling party’s owr 
democratisation programme. And the more 
representative Taiwan’s polity becomes, the 
question is increasingly raised of just wha 
kind of entity it purports to represent. a 
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VISIT ALFRED DUNHILL IN LONDON: ALSO IN ATLANTA, BEVERLY HILLS 
CHICAGO, COSTA MESA, DALLAS, DUSSELDORF, HONG KONG, HONOLULU, HOUSTON 
MELBOURNE, MONTREAL, MUNICH, NEW YORK, NAGOYA, OSAKA, PARIS, SAN FRANCISCO 
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WERE SERVING UP THE WORLD AT A 
VERY APPEALING PRICE. 





Here's what's waiting for you at an Inter-Continental Hotel, to make this Holiday Season 
the best ever: A world of elegance and luxury at very attractive prices. Make reservations 
now at an Inter-Continental Hotel, and be served the world on a silver platter. 
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or The May Fair 15 Dec 89 — 15 Jan 90 155 
SAN FRANCISCO: 

Mark Hopkins Inter-Continental 17 Nov 89 — 01 Feb 90 125 


Blackout dates apply. Room rates are Single or Double occupancy. Triple occupancy rates available on request. Rates do not apply to 
groups. Rates quoted in U.S. dollars are approximate. Guests will be charged in hotels’ local currencies at prevailing rates of exchange 
Rates quoted are exclusive of tax and service charge, except for London Inter-Continental and The May Fair. Advance booking and 
other restrictions may apply. 


"Shenzhen Forum is scheduled to open in early December 1989. Please call our hotels or reservations centers for more information 
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Auckland: 391443 Davao Insular: 76051/61 New Delhi Taj Palace: 301 0404 *Sydney: 008-221-335 
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Bombay Taj Mahal: 202 3366 Jakarta Borobudur: 370108 Forum Hotel Shenzhen: 236 333 *Toll-free 
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Traveller’s Tales 


ot surprisingly, China’s once 
booming tourist business has fall- 
en off sharply since the beginning 
of June. The replacement of troops 
weuarding Tiananmen Square under Li 
?eng's martial law by armed police is un- 
Wikely to make the Chinese capital seem 
nore welcoming to visitors. The accom- 
anying announcement lacked much con- 
wiction: "Since achieving a decisive victory 
ian the struggle to quell the counter-rebellion, 
he capitals situation is moving daily to- 
wards stability and the social order is basi- 
'ally normal." 
I suppose it was the only gesture the 
—hinese authorities felt able to make to mark 
Ihe visit of China's "great friend," former 
ident Richard Nixon. Unexpectedly, 
ixon spoke bluntly about the "tragedy" of 
1 June and Peking's crackdown as having 
ypened a "huge and unbridgeable" gap be- 
@ween China, the US and world opinion, 
rand urged his hosts to end their growing iso- 
Ese The vision of Nixon lecturing any- 
y on the morals and ethics of govern- 
ment contained its own exquisite historical 
nies, but at least he was not guilty of the 
alpolitik of his former colleague Dr Henry 
"Kissenger, who managed to be both cynical 
wand hypocritical at the same time. So, for 
Khat matter was another “great friend" of 
China, former prime minister Edward 
"Heath, who is also likely to turn up soon in 
Peking, I would suppose, just as Nixon will 
probably have to wait for some long time for 
another invitation. Otherwise he'll have to 
:see how he measures up against the US$2 
million fee Ronald Reagan extracted from 


Japan. 


Of course, China has fewer difficulties 
when dealing with older repressions. At an 
exhibition of the Last Emperor's Court in 
Peking's Forbidden City, William Knight 
learned very little more about China's last 
crowned head than he had from the film. 
The brochure stated ambiguously: 

"In 1922 Pu Yi selected his empress and 
imperial concubine in person in the palace 
and got married with the empresss Wan 
Rong in a grand wedding ceremony. Dur- 
ing the 12-year period, Pu Yi was puzzled 
by such troubles as a bad state of mood 
and a desire of restoration of monarchy 
hard to come true, although he had a luxuri- 
ous life." 

At the same exhibition Doug Clark 
photographed an explanatory notice which 
proves that either the Chinese can't count or 
they are able to misplace a few years when 


politically necessary: 
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Exiting from the Zhuhai Special Economic 
Zone which abuts Macau, Peter Choi snap- 
ped this shop exterior. Mongolian haircuts? 
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Down in Haikou, on Hainan island, Profes- 
sor Thomas Gold photographed another 
sign outside the local Friendship Hotel. He 
commented that the service was hardly 
courteous; things were probably better in bi- 
blical times: 





Hotels in China are a constant source of 
amusement, if not of service, to their guests. 
James Wilson, staying at the Hangzhou 
Overseas Chinese hotel received a message 
from the management which read: 

For the influence of the violent typhoon, 
the electric power and running water sys- 
tem of the city are temporarily broken off. 
Sorry for the inconvenience that brought to 
you. Thanks for your cooperation. 

In Turpan (or Turfan as it was called 
when I visited Xinjiang province) Max 
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Landolt found a hotel room equipped with 
notices for guests who did not wish to be 
disturbed. They read: 

NO BOTHER BEG. 


And in the same hotel, another guest, 
Daniel Glinz, found a notice requesting vis- 
itors: 

PLEASE GIVE YOUR AIDS TO KEEP THE 
PUPLIC ORDER AND SANITATION. 


An item in a recent (25 Aug) issue of the 
China Daily, spotted by Helen Moorcroft, 
provided an interesting example of the use 
of official statistics: 





Narrower 


gap in 
living 
standards 


The gap between rural and urban 
living standards has narrowed 
following 10 years of economic 
reforms. 

In 1978, urban residents made 
almost two times more money than 
their rural neighbours did. The gap 
has decreased and now rural 
residents make nearly half as much 
as city dwellers. 


Passenger Mitzi Swanson, on board a 
CAAC flight was given a carton of what pur- 
ported to be pineapple juice. She did not 
know whether the mention of water from 
the Yangtse river among the contents was 
meant to promote the product or to be a 
health warning: 
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Now, more than ever before, leading corpora- But corporate finance deals of this complexity 


tions around the world are shifting their focus far need the worldwide services that only a global 
beyond their home markets. institution like ours can deliver. 
Inevitably, this has caused a surge in company It's because of our global perspective and our 


knowledge of the world's key industries that we knov 


mergers, acquisitions and divestitures in many 
exactly where to look for target companies. 


corners of the globe. 





The Chase Manhattan Corporation 
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~- we do in your corner of the world. ae 


— M———"]Dq— tee 





Uni Group, ine. = à 
-— (p T Tirtamas Majutama 
» BUMBLE Berg BAS 
J BUMB EES P. T. Semen Cibinong / 
Gypsum Carrier inc. (42.8%) St 
The Patabury Company si utin ree 





pomi 


-- 


ma 


Mn hose Hm a aa 


- 
ne eo Genes Gee m4 


LE i re oo amn 


Once they've been identified, our knowledge Obviously, any corporate finance deal you do 
of the tax laws and government rules and overseas is going to be critical to the success of 
regulations in over sixty countries is put to work. your business there. 

This helps us to guide our clients through Which is why we're suggesting you shouldn't 
unfamiliar business and regulatory environments trust it to anyone who isn't at home on 
which are often encountered overseas. foreign turf. 
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DRUGS 1 


Super-charged speed ts scourge of Manila’s smart set 


The junkie culture 


By John McBeth in Manila 


iggling up and down on a stool in her 
white, next-to-nothing bikini, 18-year- 
old Ting Ting acknowledges she 
dabbles in shabu. So, she claims, do 
most of the other go-go dancers who work 
long hours amid the neon and spangles of 
Ermita’s entertainment district. “It doesn’t 
do you any harm,” she says innocently. 
Ting Ting, who smokes the drug in much 
the same way as heroin addicts “chase the 
dragon,” is on her way to discovering her 
mistake. 

Shabu is also known in the Philippines as 
crank. Whatever name it goes by, crystal- 
lised methamphetamine hydrochloride 
sends users on a dizzying, hours-long high 
and is fast becoming not only a major social 
problem in Manila, but an illicit export that 
might soon rank alongside the cocaine deri- 
vative crack as the new scourge of America’s 
overdosed streets. 

Amphetamines, or speed, have long 
been a marketable commodity in Asia, usu- 
ally in pill form or in heavily laced cough 
syrups, and with a ready supply of buyers in 
Japan and among Thai truck drivers who 
travel long distances. But super-charged 
shabu is a different kind of speed, and with 
the Philippines also emerging as an impor- 
tant trans-shipment point for heroin and a 
growing supplier of marijuana, Filipino and 
Western narcotics agencies are worried. 

Unlike crack, which provides a high for 
only 30 minutes, or slightly longer than 
cocaine, shabu keeps the ride going for up to 
10 hours. "It's appalling, the worst stuff I've 
ever had,” says a foreign visitor 
who tried it. “The high lasted 
for eight hours, but after that I 
couldn’t sleep for two nights 
and I was incredibly depressed. 
That's why a lot of people take 
more, just to get out of feeling 
so bad." Indeed, severe bouts 
of depression and paranoia are 
characteristic after effects of 
the drug, particularly among 
heavy users. 

Relatively cheap here, at 
anywhere from US$25-60 a 
gram — or at least six times 
below the Hawaii street price 
— methamphetamine already 
has spread through Ermita and 
the city's flashy show business 
set. Now it is creeping into so- 
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Drug pusher gunned down in a Manila street. 


They call it hiroppon in 
South Korea and Japan. In 
Manila, it is known as shabu. 
And in Hawaii, they call it ice. 
Methamphetamine _ hydrochlo- 
ride is the technical name for this 
smokable super- speed, the latest 
form of a stimulant that has long 
been North Asia's favourite 
high, perhaps a workaholic's 
form of drug abuse. But in the 
tropical climes of Southeast Asia, 
heroin continues to reign. Drug 
abuse patterns may be more a re- 
sult of supply and demand than 
of cultural differences. But what- 





p ever the reason, from the Golder 
Triangle to Manila more drug 

: are being produced than ever be" 

© fore. Ice has become the fad im 
North America, and Asia ix 
ready to feed the craze. A bust im 
September in Hongkong yieldews 
LIS$410 million worth of heroin 
the second-largest haul evem 
recorded, and just one sign ow 
this year's bumper crop in the 
Golden Triangle. Correspon 
dents in Manila, Seoul ane 
Bangkok trace the new deve 
lopments in Asia's war om 
drugs. 





ciety at large. The number of reported cases 
has risen from one in 1986 to 111 in 1988 and 
105 in the first eight months of this year — 
but that only represents people who have 
sought help for their addiction. 

Although he can give no estimate for the 
overall number of users, Dangerous Drugs 
Board (DDB) executive director Manuel Sup- 
net recently wrote in his annual report: “It is 
predicted that the abuse of shabu is bound to 
rise to such proportions as to be considered 
alarming unless effective counter-measures 
are developed and applied." 

Manila's tabloids regularly carry stories 
of film stars and singers burning out on the 
drug. One provincial governor is accused of 
being an addict. Many middle-aged house- 
wives take it to stay slim and become ad- 
dicted. The son of a wealthy Manila busi- 
nessman has recently undergone rehabilita- 
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tion in the US after years of shabu abuse. Is 
has even been alleged that air crews smoke 
the substance to stay awake. 

Where it was once the exclusive domain 
of the affluent, shabu has now spread to the 
city’s university belt, Makati office blocks — 
and even into slum areas where glue andi 
petrol-sniffing has been a long-standings 
problem. Three years ago, when it firsti 
began appearing on Manila's streets, a gramë 
cost 21,800 (US$80). A recent check now 
puts it at close to P500 — an indication of as 
growing supply. 

Methamphetamine was initially im- 
ported from Taiwan and Hongkong. But the 
three or four Chinese triad gangs involvedi 
in the business, led by the Hongkong-based? 
14-K Gang and Taiwan's Bamboo Union, 
soon found Filipino partners and began es- 
tablishing a manufacturing base in the 
Philippines, where detection is: 
clearly more difficult, smuggl- 
ing alot simpler — and the poor- 
ly paid police easier to co-opt. 

Produced in underground 
laboratories, thought to be lo- 
cated in Manila, coastal Cavite 
province and the northern 
Cagayan Valley, shabu has in- 
vaded Hawaii and has been 
showing up with increasing 
frequency on the streets of 
California as a compelling alter- 
native to cocaine and crack. It 
is no coincidence that Hawaii 
and California have become 
significant distribution centres 
given the large Filipino popula- 
tions in each state and the 
98,000 Filipinos who travel- 
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Give an ordinary ice cube its moment of glory. 
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led to US destinations last year alone. 

Although ephedrine and phenylacetone, 
the two substances used to produce 
methamphetamine, were already controlled 
substances under a 1971 UN convention on 
narcotic drugs and psychotropic substances, 
the DDB had to undergo legal challenges 
from three foreign pharmaceutical com- 
panies when it finally placed them on the 
dangerous drugs list in April 1988. Since 
then, the Philippines and 78 other nations 
have signed a further UN accord which 
specifically identifies the compounds in an 
effort to tighten international supervision. 

Despite the potentially serious problem 
posed by methamphetamine, Golden Trian- 
gle heroin still remains the main concern of 
Western agencies who feel the Philippines 
could become a major staging post for the 
trade. With big-time Hongkong traffickers 
now seeing the writing on the wall as 1997 
approaches, Thai drug agents developing a 
greater degree of integrity and expertise, 
and Malaysia and Singapore imposing the 
death sentence for minimal seizures, there 
are few other places to go. 


Narcotics officials say shipments of No. 4 
heroin are increasingly being moved from 
Bangkok to Manila for trans-shipment to 
Australia and the US. Unlike Thailand, the 
Philippines is not a recognised source 
country and flights from Manila are not 
scrutinised all that closely. There are already 
solid indications that traffickers are organis- 
ing Manila-based courier rings using both 
foreign and Filipino nationals. Customs offi- 
cials and police are ill-equipped and ill- 
trained, and extensive cross-Pacific trade be- 
tween the Philippines and the US affords 
plenty of opportunity to move large quan- 
tities of the drug. 

Sen. Ernesto Herrera claims at least 60 
government agents are on the payroll of 
local drug dealers. And in a recent speech to 
the senate, he named a former Police Con- 
stabulary Narcotics Command (Narcom) 
head and a serving Narcom colonel among 
those he says have dropped cases against 
dealers or diverted thousands of grams of 
drugs, much of it shabu, back onto the 
streets. President Corazon Aquino recently 
joined Herrera in calling for the restoration 





Ifyou can afford a beer, you can afford heroin 





By Rodney Tasker in Bangkok 


he Golden Triangle has never seen a 

bumper crop of opium like the one 

harvested this year in Burma, Laos 
and Thailand. This record crop means that 
more heroin than ever is leaving the area for 
worldwide consumption and more heroin 
than ever can be found on the streets of 
Thailand. “If you can afford a beer, you can 
afford heroin here,” was the way one for- 
eign narcotics expert put it. 

Despite the boost in supply, interna- 
tional street prices remain roughly the same, 
but the average purity of a "fix" has risen, 
and, in turn, so have the chances of an ad- 
dict overdosing. Thailand, in addition to 
serving as the main transit point for the 
Golden Triangle, faces a serious domestic 
addiction problem — estimated by the Unit- 
ed Nations International Narcotics Control 
Board to number about 300,000. With the 
bountiful supply, the purity of heroin for 
sale has risen to about 90% while the price 
has fallen. A unit of heroin, 700 g, can be 
bought for Baht 5,000 (US$193.42) in 
Bangkok, but it may cost up to US$1 million 
overseas. A social worker in Bangkok's 
slums estimates that a typical heroin addict 
would spend only Baht 80-140 a day. 

Lieut-Gen. Chavalit Yodmanee, who 
commands Thailand's assault on the heroin 


Seeds of destruction 








traffic domestically and for export, can claim 
some success in curbing domestic produc- 
tion of opium and heroin. In à recent inter- 
view, Chavalit said the challenge now is to 
coordinate efforts to go after the big-time in- 
ternational traffickers on the one hand, and 
rehabilitate Thailand's addicts on the other. 
In 1988, Chavalit's staff of 600 in the office of 
Narcotics Control Board doubled the pre- 
vious year's record of heroin seizures, and 
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of the death penalty in major trafficking 
cases. 

While domestic heroin usage is — 
and has saved the country from the 
onslaught of the AIDS epidemic, the Philip 
pines is believed to be the only country im» 
the region where attempts have been made 
to cultivate coca — the raw material ow 
cocaine. 

Although the crops were only marginally 
successful, police did discover a sophisti: 
cated cocaine laboratory, and they say tests» 
showed that the coca was of similar quality, 
to that grown in South America. Two sec 
urity guards hired to look after the plants» 
were the only ones arrested. 

As in many parts of Thailand's north. 
east, the Philippines has become a majo» 
source of marijuana. However, here it is thew 
least of authorities’ problems, something» 
they have taken a long time to recognise 
given the all-too-common failure to differen: 
tiate between the marginally debilitating ef- 
fects of cannabis and the potentially devas- 
tating impact of methamphetamine and 
other hard drugs. > 


has turned its focus to developing a drugi 
rehabilitation programme. Under a new 
programme, those arrested for possessior® 
of heroin can enter a treatment centre rathew 
than jail and so avoid a criminal record. 
Evidence that AIDS is spreading rapid- 
ly among heroin addicts has spark 
Thailand's preventative approach, sai 
Chavalit. 

Thailand's neighbours to the south 
Malaysia and Singapore, have taken the op. 
posite tack. Both countries have a manda 
tory death sentence for possession of 15g ow 
more of heroin, and there have been 83 
executions for drug offences since 1975. 

Burma is the main culprit for the near- 
panic over record opium production. Since 
mid-1988, when civil unrest led to a massive 
military crackdown in Rangoon and other 
urban centres, troops have been withdrawr* 
from remote northern and eastern parts off 
the country, which have been Burma's tradi- 
tional opium-growing areas. From 1984-87, 
according to a US General Accounting Of- 
fice report released in September, the Bur- 
mese army and police seized an average 1.5 
tonnes of opium a year, and destroyed five 
heroin refineries as well as large tracts of 
opium fields. 

Now, with little or no enforcement, and 
with foreign suspicion that some govern- 
ment officials are involved in the trade, 
opium warlords and ethnic insurgency 
groups are producing and refining with im- 
punity, mainly in Shan and Kachin states, so 
that opium production after the 1989 harvest 
is estimated at more than 2,000 tonnes, com- 
pared with 1,200 tonnes the previous year. 
The figure is about double the estimated 
opium production in 1985. The number of 
heroin addicts in Burma, officially registered 
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3 . at 9,000, is Erie to have risen dramati- 


cally over the past year. 

Also, because of the government's brutal 
crackdown on civil unrest in 1988, the US 
Government has cut off its US$14 million an- 
nual aid budget for the country, including 


“an anti-narcotics effort which had cost 


Washington US$80 million from 1974-88. 
The assistance included US helicopters to 
police the anti-narcotics effort, and three 
Thrush aircraft to spray the controversial 
herbicide 24-D on opium fields. 

Without these controls, many opium 
farmers who had been forced into cul- 
tivating other crops have returned to grow- 
ing opium, and many new farmers have 
turned to the lucrative cash crop. Further, 
ideal weather conditions have ensured rich 
harvests. And drug warlords, aware of the 
erosion of Burmese Government supervi- 
sion, are refining more and more heroin 
. over the border in Burma, rather than in 
.'. northern Thailand, where Border Patrol Po- 


lice have busted i nine refines this year. 
While Burma remains the world’s largest 

opium producer, with an annual yield that 

could meet the US market’ S demand of 60 





produced and3 300 tonnes. 

In northern Thailand, more hill tribes are 
being weaned away from opium production 
to other crops every year, under program- 
mes launched by King Bhumibol Adulyadej 
and the UN. But narcotics officials in 
Bangkok say that while the effort i in north- 


em Thailand is laudable, booming opium 
production in neighbouring Burma and 
Laos renders it a drop in the ocean. 
Overworked narcotics police and mili- 
tary agents in Thailand, together with police 
agents from 14 countries allowed to keep 
a presence in Bangkok, are desperately try- 
ing — but with little success — to nab this 
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South Korea cracks down on drug trafficking 
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here was a time when the port city of 
Pusan, notorious for its bars and 
dreamy hostesses, was known as 
South Korea's drug capital. Usually, those 


s _ dreamy hostesses were high, many ad- 
^. dicted to ice or hiroppon, as crystalline 
. methamphetamine is known in South 


Korea and Japan. And anyone looking to 
buy or trade drugs inevitably headed for 
Pusan. But when it comes to buying and 
selling drugs now, Pusan is no longer alone. 

As South Korea's biggest and most inter- 
national port, Pusan still carries the stigma 
of being a magnet for a growing number of 
methamphetamine abusers. But hiroppon is 
spreading to other cities and towns, say 
South Korean authorities who have 
launched a new campaign to staunch South 
Korea's drug trade. 

Hiroppon is finding favour with farmers, 
workers, students, office workers and even 
housewives. It is secretly pushed as a quick 
pain killer or sexual stimulant. Some bars in 
Seoul have been closed down for mixing 
powdered hiroppon into drinks to dull the ef- 
fect of alcohol, thereby encouraging custom- 

ers into ordering more drinks. 

According to the prosecutor-general's of- 
fice in Seoul, the number of drug abusers ar- 
rested has risen from 417 in 1984 to 3,208 in 
1988. The amount of methamphetamine 


= . seized each year has increased proportion- 
- -. ately 


— from an annual average of 50-100 kg 


Seoul on ice 


previously to 600 kg in 1988. "We're at the 
stage where if nothing is done, drug abuse 
could turn into a serious social problem,” 
says Yoo Chang Jong, head of the narcotics 
division at the prosecutor-general's office. 

So this year a crackdown was launched: 
in February, a new anti-narcotics division 
was created and the number of drug agents 
increased from 68 to 250. And Yoo is draw- 
ing up a master-plan which outlines a stage- 
by-stage strategy, including an unpre- 
cedented publicity drive against drug abuse. 

The crackdown is already yielding some 
significant results. In September, a prosecu- 
tion team in Seoul broke up a large drug ring 
involving 23 distributors and traffickers of 
hiroppon. The agents seized 220 kg of 
methamphetamine, half of which was des- 
tined for the US and Japan. Yoo said that the 
ephedrine hydrochloride used for making 
hiroppon came from Singapore. 

Among the most spectacular hauls of the 
year occurred this summer when 690 kg of 
ephedrine was seized at Kimpo Interna- 
tional Airport, enough to make 350 kg of 
hiroppon. The size of these seizures resulted 
in a scarcity which is known to have pushed 
up the domestic hiroppon price to Won 
600,000 (US$900) per kg, as well as sharply 
cutting down on shipments to Japan. 

With South Korea coming under more 
government control, Taiwan has become a 
major source of shipments to Japan, where 
hiroppon was first developed and which re- 
mains a major market. A massive crack- 
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bumper harvest on its way out of the county 







panel in August, ' ‘an explosion of opi 
growing" in Asia has resulted in Southeas:: 
Asia supplying 42% of the heroin in the Us 
— compared with about 15% in 1985. ; 

The main reason why Thais and othe 
Southeast Asians get hooked on heroin, ay. 
a “downer,” rather than amphetamine: 
stimulants favoured in Northeast Asia is: 
that it is cheap and available. Many older 
generation Thai-Chinese continue to smoke 
opium. In hill tribe areas, opium is used nos 
only as a drug but as seasoning in cooking. 
and as a pain-killer. Thailand banned opium. 
use only in 1958. 

With heroin becoming more and more. 
plentiful, and perhaps even cheaper as the, 
record Golden Triangle production seeks: 









new markets, there will be few triumphs for 


Bangkok police and the ever-growing legion 
of international drug police. 


down in Tokyo in 1988 involving the arrests 
of 40 people smashed the links with South 
Korea, according to investigators. No 
Taiwan is suspected of supplying as much 
as 70% of shipments to Japan. E 

Even so, South Korea remains a major. 
supplier, producing an estimated 2,000 kg ae 
year, half of which i is hacia to be ape 










ers range from 100-300, 000. There have beens 
no recent cases of heroin or cocaine use,. : 
though South Korea is occasionally a transit 
point. In 1987, customs agents seized a pac~ 
kage of 35 kg of heroin destined to the US- 
from Thailand. Better coordination with: 
overseas drug authorities and improved de~ 
tection skills have made Seoul a riskier place 
as a trans-shipment point. In 1988, customs 
agents seized 200 kg of hiroppon destined for* 
Hawaii and the US West Coast. 

There have been few cases of police cor- - 
ruption in the battle against drug abuse, but: 
bureaucratic rivalry and animosity some- 
times emerge as a major obstacle. In South 
Korea, the regulation and treatment of drug 
abuse falls under the Ministry of Health and 
Social Affairs, while enforcement is divided. 
among the prosucutor-general, the national 
police and the customs office. : 

Yoo's major challenge is to bring the va- 
rious agencies together. Presiding over a 
monthly meeting of various agencies and ad: 
hoc liaison sessions with drug attachés from 
several embassies including the US and the 
Japanese, Yoo is trying to achieve a measure. 
of coordination. An energetic attorney, Yoo, 
44, brings ample international experience, 
having been a legal coordinator at the 1988 
Olympic Games as well as Justice Ministry's. 
officer in charge of relations with Japan and 
the US. He has already proposed a Pacific 
council of cooperative framework to share 
investigative experiences and ideas. a 
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+) pt THE GROUND AND RELIABILITY IN THE AIR. 
IRBUS WAS DESIGNED AND BUILT WITH THE COOPERATION OF 
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The guilt complex 


Buffalo Afternoon by Susan Fromberg 


. Hamish Hamilton, London. £11.95 
(LIS$18.75). 


A 12-year-old Vietnamese girl mourns 


her beloved buffalo whom she believes died 
to save her. But her mother says that ani- 
mals react unquestioningly to their con- 
science, without considering the meaning 
of their actions. Only humans have the re- 
sponsibility to understand. 

Buffalo Afternoon shows how war clouds 
this distinction between humans and ani- 
mals. A soldier named Pete Bravado, recall- 
ing his war experiences 15 years later, com- 
pares the typical man to a parrot whose cage 
is covered, insulated from the unpleasant 
lessons of history, so that when he is called 
to war, he responds: “Sure, why not?” By 
taking on the animal's lack of reflection 
in this instance, the man dooms himself to 
continue an animal's existence in accor- 
dance with the law of the jungle, “kill or be 
killed." 

This novel accomplishes three things 
well: first, its depiction of war originating in 
the conflict between the generations, exacer- 





More than bad memories remain. 


bated by the shortness of social memory and 
the misconception that war is the best way 
to make men out of boys; second, its grip- 
pingly realistic scenes of terror and death — 
Fromberg Schaeffer has obviously talked to 
a lot of Vietnam vets; and third, its sym- 
pathetic and balanced portrayal of the tor- 
ment of the returned soldier, a stranger in 
his own land. 


The problem is that Fromberg Schaeffi 
seems unable to confront the special aspec 
of this particular war. In fact, the novel 
most reminiscent of those old World War 
films, where a handsome, sensitive yout 
in a multi-ethnic unit learns the value « 
friendship and teamwork, and most impo 
tantly, becomes a man. 

Some details remind us that we are i 
Vietnam, not Dunkirk. There is the I 
dochinese jungle — both beautiful an 
deadly. There are the Vietnamese villager 
whose allegiance is never certain, but whos 
occasional treachery is justified. And th 
North Vietnamese Army — purely villair 
ous in the best World War II fashion - 
fights with a cruelty and cunning that "oui 
boys find hard to deal with. 

Not so well covered are certain other fei 
tures of the battlefield which, though nc 
unique to the Vietnam War, came into grea 
er public notice at that time. A know-n« 
thing West Point lieutenant is ripe for frag 
ging (killed by his own troops), bx 
Fromberg Schaeffer delivers him to his re 
ward through the North Vietnamese Arm 
instead. Drugs? Well, a bit of opium t 
kill pain, but otherwise mostly vodka. Rz 
cism pokes its head into the ranks, bu 
coyly withdraws — at any rate there are 
remarkably enough, hardly any Blac 
characters. 

The homecoming, likewise, is realistic i 
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some respects, but skirts the issue in 
others. Yes, the veterans are reviled 
as losers and baby-killers, and their 
misery drives some to violence 
against themselves or others. But the 
deeper philosophical problem of 
Vietnam in US society, like the un- 
wholesome problems within the 
ranks, is flirted with but never fully 
explored. 

“What is truth in this country?” 
demands the tormented returned 
soldier. “What they told us we were 
going to Vietnam for was a lie. That 
was the biggest lie.” Pete says this at 
the beginning of the book, but the 
anticipated follow-up never arrives. Just like 
Li, the Vietnamese girl who goes in search of 
the meaning of the war that killed her buf- 
falo, the deception of a too-gullible Ameri- 
can public by its leaders appears tantalis- 
ingly here and there throughout the book, 
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I’m okay, you're okay? 


but is never fully realised. We never hear 
what Pete says after he decides to become a 
public prophet. His message and Li disap- 
pear in the surrealistic and escapist final 
chapter. 

“Hey, we're proud of you, man,” Pete fi- 





Toil and trouble 


Lost Years: My 1,632 Days in 
Vietnamese Re-education Camps by 
Tran Tri Vu. Translated by Nguyen Phuc. 
Institute of East Asian Studies, University of 
California, Berkeley. LIS$15. 


This is a contemporary document, 381 
pages in length, understated, at times awk- 
wardly translated, abridged from a much 
longer autobiographical account, written 
with a moving, gripping amateurishness. 
The names of author and translator are 
pseudonyms, as are those of some individu- 
als mentioned in this narrative. By refraining 
from dramatics, Tran Tri Vu manages to 
convey the bleakness, tragi-comedy, suffer- 
ing, heroism and confusion that marked the 
existence of hundreds of thousands in- 
side communist Vietnam's “re-education” 
camps. As such, the book is a literary reflec- 
tion of “socialist realism.” 

Tran reported to the communist au- 
thorities — for what he expected to be a 
mere seven days of re-education — on 25 
June 1975; he was released, more than four 
years later through the efforts of his wife 
who called for outside intervention, on 
23 December 1979. While he regards this 
period as his Lost Years, it provided him 
with rich insights into the complexities of de- 
tainee life, the ambivalent views among the 
soldiers/guards, and the mixture of rigidity 
and chaos of communist policies. 

Tran was held at six different camps dur- 
ing the years of his imprisonment; the 
camps were located in remote, wooded 
areas north, east and west of Saigon, now 
called Ho Chi Minh City. While the outside 
world, and Tran himself, at first regarded 
the “re-education” claim as serious, assum- 
ing that ideological indoctrination was the 





main object, his experience soon proved to 
be quite different. The facade of official 
propaganda was maintained, and the ven- 
eer of ideological terminology remained that 
of convoluted Marxism-Leninism, but the 
detainees actually served as ill-housed, ill- 
nourished labour battalions. 

The author had been a teacher and a mid- 
dle-level officer in the South Vietnamese 
Army. Other detainees were drawn from 
the South Vietnamese elite, including a sub- 
stantial number of physicians and other 
trained specialists. The prisoners engaged in 
lengthy discussions concerning the practi- 
cality of their detentions, puzzled by the 
communist authorities’ decision to deprive 
their society of so many much-needed tech- 
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nally hears after years as a virtual ou 
cast. “I’m proud of myself,” is his re 
joinder. Few would deny the injus 
tice of making Vietnam vets th« 
scapegoats of national defeat anc 
guilt. But is this “I’m Okay, You're 
Okay" attitude the best solution 

A Vietnam vet once wrote to . 
magazine: "We will 'finally come 
home’ on the day we can look aw 
other Americans in their eyes and see 
there the confession: Yes, we did this 


terrible thing together." 
This novel is clearly meant t 
provide a “buffalo afternoon” — a 


time of rest — for the belabourec# 
American conscience. And so what couk 
have been a powerful novel about the 
US in Vietnam becomes just a better 
than-average product of the Reagan era — 

just another towel over the parrot's cage. 
B Ann Yin 


nicians. They reluctantly concluded, for the 
most part, that the North Vietnamese rulers 
judged efficiency to be less desirable thar 
the elimination of "bourgeois" elements. 
thus making room for their own deserving 
if less qualified, personnel. 

Much of the narrative is repetitious in its 
emphasis on the constant search for food, 
fear of informers, fascination with rumours 
of liberation, rare visits by relatives, illness, 
lack of medical facilities, petty thefts and 
bribery — the tedious, everyday gamut of 
prison camp life. But this very emphasis on 
basic concerns of the detainees succeeds in 
recreating the harsh, twisted fabric of Tran's 
1,622 days. He is at his best when describing, 
the contact — at first, reluctant — with 
South Vietnamese communist veterans im- 
prisoned by the regime; the erstwhile an- 
tagonists sought to unravel the reasons for 
their separate and joint failure. The author 
touches upon subtle psycho-political in- 
tricacies and exposes social north-south hos- 
tilities that continue to divide society. 

Although a scholarly publication, one of 
a series of Indochina Research Monographs, 
the book suffers from lack of an index, a chro- 
nology of recent Vietnam history, a separate 
glossary, and from irritating typographical 
errors. More basic, the use of direct quota- 
tions should have been clearly qualified as 
representing reconstructed dialogues. 

Tran's account quietly documents the 
generational and regional conflicts within 
the communist administrations. He illus- 
trates the bewilderment and naive materia- 
lism ofthe young guards, forced toencounter 
realities for which their primitive ideological 
training had left them unprepared. 

Tran's narrative is detailed, convincing 
and, in its soft-spoken manner, powerful. 
But he apparently found it difficult to call the 
ruthless camp scheme by its essential name: 
large-scale slave labour, wasteful and ineffi- 
ciently administered. m Martin Ebon 
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Blood on his hands. 





Prisoner of his past 
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Deng by David Bonavia. Longman, Hongkong. 
HK$225 (US$28.85). 
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This is a sad book about an extraordinary 
and complex man. David Bonavia's robust, 
sensible and thoroughly researched views 
on the nature of Chinese Government are 
familiar to a generation of China watchers. 
The ups and downs of Deng Xiaoping’s 
career and his passionate, fiery disputes 
with his communist party colleagues are 
equally familiar. After the book's completion 
just before Bonavia's death in 1988, and 
prior to its publication, came the events of 
Tiananmen Square and 4 June 1989. As he 
approached his 85th birthday, Deng di- 
rected the People's Liberation Army to open 
fire on the unarmed citizens of Peking. He 
took the side of the reactionary opponents of 


the student protesters and ignored the 


world's condemnation. 

Because of the timing of its publication, 
there is an inevitable feeling of interruption 
and incompleteness in the later sections of 
Bonavia's book. Future editions will cer- 
tainly have to include a chapter on the crisis 
of the late 1980s and Deng's role in the 
events of May-June 1989. Such an additional 


chapter must attempt to describe and ex- 


plain the brutality and tyranny of Deng, and 
of the order he upholds. 

Itis no accident that the dustjacket shows 
Deng in army uniform. As a military com- 
mander, Deng was instrumental in achiev- 
ing the southward takeover of China in the 
late stages of the civil war of 1945-49. 
Throughout the 1920s and 1930s, Deng 
grew to political maturity against a back- 
ground of continuous warfare. After his 
false retirement in the early 1980s, Deng fin- 
ally relinquished his last position as Chair- 


man of the Central Military Commission this 
month, long after he gave up titular respon- 
sibility for his many other jobs. © 

Many commentators have pointed to the 
differences between Mao Zedong and 
Deng. Deng studied and worked in France 
and the Soviet Union before returning to 
China in 1926; in economic terms he is a lib- 
eral, preferring incentives to ideology as a 
motivating force in agriculture and industry 
alike. Mao never left China in his youth; he 
rocked the country toits foundations in 1958 
and 1966 in his determination to build a 
highly politicised, revolutionary society. 

It used to be easy to overplay these differ- 
ences, and to: cast Deng in the role of pro- 
Western reformer with a democratic soul. 
Bonavia neve I e that mistake — as 
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ly depressing . . . he 
Nie bed the e leader- 
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crisis.” 


The . Moy of Deng s landlord back- 


ground, study in France, conversion to com- 
rty y and Min | 


munism, d eae in the m à 


tails: Deng’ s experience of 
tional strife inside the party beg 
was criticised for pessimism 
revolutionary enthusiasm as early as 192 
and 1933. Controversy and disgrace shadow- 
ed Deng throughout his long career: he has 
never been a yes-man. 

Born near Chongging in 1904, Deng was 
the first son of a second wife. His conversion 
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to the revolutionary cause, in the Eis years 
of the republic, was swift and irrevocable. 
After the Long March came the Yanan years 
and an outstanding career as a military com- 
mander; Deng rose quickly in the ranks of 
CCP leaders, and from the beginning held 
appointments which allowed him to speak 
with authority on ideology. 

The difficulty in writing a biography of 
Deng for the general reader cannot be over- 
stated. With the notable exceptions of Mao 
and Jiang Qing, the top-ranking Chinese 


~ communists have submitted to a code of 
public self-effacement which demands 
complete reticence about family and private 


life. This, together with Deng’s multi- 
faceted character and stormy political 
career, makes him a particularly challenging 
subject. 

It is easy to forget, in the aftermath of 
June 1989, the affection Deng has com- 
manded from ordinary Chinese people. In 
1973, his reappearance on the political scene 
after the Cultural Revolution (1966-76) was a 
welcome indication that Mao in his dotage 
did not have an unassailable stranglehold 
on power. On his second rehabilitation in 
1977, Deng appeared to be a visionary 
leader, responding to the popular will by 
making. imaginative policy changes. But in 
contrast to his well-known pithy sayings, 
his Selected Writings show that he is also cap- 
able of producing lengthy and verbose prose 
on a wide range of administrative and 
ideological questions, as one would expect 
of along-serving party and government offi- 
cial of his rank. 

Sadly, in his 80s, Deng has been unable 
to throw off the shackles of the past and pass 
the reins of power to the younger genera- 
tion. Like Mao, he has quarrelled with his 
chosen successors, and presided over their 
expulsion in disgrace from the ranks of the 
leadership. Furthermore, he has shown that 
at 85 he can turn a deaf ear to the aspirations 
of the ordinary people just as sweetly as 
Mao once did. 

There is a wide gap between the expecta- 
tions of readers outside of China, and the 
Chinese public which decodes the press like 
a nation of cryptologists to guess at the 
changing fortunes and policies of Deng and 
his followers. In writing for the non- 
specialist, non-Chinese reader, Bonavia 
treads an uneasy path. There are many mo- 
ments when the reader longs to know what 


Deng’s viev was, what he argued for, with 












3 1 and why, but has to be content with a 
review of events i in which Deng is one 
playera : 

— ^ Bonavi fon of Deng as a leader 
who learned t suffering leads Judy 


Bonavia to speculate. that he “might very 

well have argued that when the dust has Be 
tled it will emerge that . . . Deng Xiaoping 
has not thrown away all the liberalisation ef- 
forts.” We can only hope that time will vin- 
dicate this unfashionable view of a particu- 
larly unyielding subject. m Beth McKillop 
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Clearly the judges had no difficulty 


in voting Camus the best cognac in the world. 


In 1984, we at Camus 
decided for the first time 
to enter our 
XO Cognac in the 
[International Wine and 


Spirits Competition. 





Camus XO 
Was deliberated upon 
by a collection of 
the most highly-qualified 
palates in the world, 
who duly pronounced 
the Camus XO 
a worthy winner of the 
gold medal. 
In 1987, we entered again, 
this time with 


Camus Extra. 





Not surprisingly it, too, 
won the gold medal, 
leaving Camus with the 
enviable record 
of two entries and two 
gold medals. 
Incidentally, no gold 
award was given in 1988. 
Coincidentally, 
Camus did not enter 


that vear. 


CAMUS 


COGNAC, FRANCI 
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Bullion breaks out of two-year bear market 


Gold on a roll 


OLD APPEARS FINALLY to have 

broken out of a two-year bear 

market. Analysts are confident 

that the recent price gains are 
not simply another rally in US dollar terms 
but the start of a broad-based recovery 
which could push the price through US$400 
an oz and quite possibly to US$450 in 
1990. 

The US dollar's recent tumbles certainly 
help explain why gold jumped from US$369 
an oz to US$379 in October, before rising 
to US$386 in early November. But it also 
firmed in other major currencies too. This 
was enough evidence for Shearson Lehman 
Hutton to say that for gold "the bear market 
has ended." Julian Baring, who runs broker 
James Capel’s Gold and General 
Fund, says with equal conviction that 
“the downtrend has been broken." 

There are clear reasons why gold 
should be recovering. Although in- 
vestors do not perceive inflation to be 
a major threat at present (with the 
OECD average rate running at around 
6% a year) there have recently been 
some distinctly unsettling swings in 
the value of principal investment cur- 
rencies. 

Further easing of US monetary 
policy suggests that the dollar has 
some downside potential in the short 
to medium term, and few people 


By Anthony Rowley in London 


would be prepared to bet that Britain can 
weather its current economic-political crisis 
without further erosion in the value of the 
pound. 
On top of currency uncertainties (WTPYM, 

26 Oct.), there has been a distinctly bearish 
hangover in world equity markets since 
the crash of October 1987. At the time of the 
crash, gold had never been cheaper relative 
to equities (dividing stockmarket indices by 
the price of gold in the particular currency 
concerned). So it is not altogether surprising 
that gold held its value throughout the 1987 


. crash. Moreover, gold was even cheaper re- 


lative to equities at the time of the most re- 
cent equity markets setback. A restructuring 
always seemed mney: 


Gold breaks dov 
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Gold turned the corner a month or so ag 
when it bottomed at US$357 an oz (Londo 
spot price) and it began a very slow but sur 
rise after that. It only needed a little nudg 
from falling equities to give it more impetus 


here are other factors which cur 

renily underpin bullish prospect 

for gold. For a start, industrial de 

mand for the precious metal has re 
mained very firm. And Asian investors — 
central banks and individuals have 
continued to accumulate gold faithfulh 
throughout its period of declining for 
tunes. 

More importantly perhaps, the heav: 
downward pressure exerted on the gok 
price in the past couple of years b 
so-called gold loans has now ease 
considerably. Gold loans involv 
producers raising loans (via brokers 
to finance exploration. The loan is ob 
tained against gold borrowed from i 
central bank, which is then sold int 
the market. The idea is that the pro 
ducer repays the loan in the form o 
gold from future production, and 
meanwhile, covers himself agains 
any fall in the gold price by a paralle 
forward sale. 

` With the gold price now rising 
again, producers are likely to repa 
their loans and buy back the gold 


INH AMOI 
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In the currency markets the US dollar 


in the expectation that the same weight of 
gold will be worth more at the time they pro- 
duce it and supply it to the market. The net 
effect of this is to drive the market price 
higher. 

The ingredient which is still missing for a 
major bull market in gold is accelerating in- 
flation. But given that most financial mar- 
kets feel delicate at the moment, and given 
also the manifest willingness of central 
banks to reliquefy the system at the merest 
whiff of a crash, inflationary potential de- 
finitely exists. The US’ reluctance to con- 
template economic recession merely en- 
hances this potential. 

Added to all this is the straightforward 
psychology of a rising market. Gold has 
been out of fashion for so long now that in- 
vestors will find it quite a novelty to get back 
into the yellow metal. And now that some 
major US commodity funds have 
dumping copper in favour of gold, other in- 
vestors are likely to feel they cannot afford to 
be left behind. 

The adage about gold runs that though 
the value is in the metal, the performance is 
in the (gold) shares. This is because the 
share price of gold mining companies tends 
to be overly sensitive to the changing pros- 
pects for the gold price. 

Normally, this would argue in favour of 
buying shares now, while the bull market is 
in its infancy. However, given the fragility of 


equity prices generally, it could well be that. 


gold shares will face the same bearish fu- 
tures as other equities. 

The obvious alternative is to buy gold in 
physical form, either kilobars or smaller-de- 
nomination bars or coins. Or even Krugger 
rands — after all, South Africa's uncertain 
political future could be another factor to in- 
fluence the gold price (favourably) on the 
supply side. m 
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Markets down as the dollar dithers 





gold to around US$386 anoz — its highest price for six months. With 
stockmarkets at last seeming to be unsure of what is around the 
corner, gold may again bec 
nal of the 1980s in the wilderness. 


me the investors’ favourite after spend- _ : 


m Ron Richardson * 


STOCKS 


Cleaning up 


By James Bartholomew in London 


HE GREEN MOVEMENT has reached in- 
vestment. In a recent research study, 
stockbrokers UBS Phillips and Drew 
examined major green issues such as global 
warming, acid rain, depletion of the ozone 
layer, toxic wastes and so on, looking for the 
investment implications. At first the ap- 
proach may seem fashionable but irrelevant. 
But the more one looks at the subject, the 
more one realises that the green factor af- 
fects many companies worldwide and in- 
volves huge sums of money. 

Phillips and Drew, which concentrates 
its research on Europe, forecasts spending 
on environmental improvements in the EC 
is set to rise from US$46 billion in 1987 to 
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US$125 billion in 1991. Meanwhile in the 
US, companies like MacDonalds find them- 
selves under attack from the green lobby. 
MacDonalds has responded with ful- 
page advertisements defending its ap- 
proach to the environment. In Japan, the 
government has made conservation a prom- 
inent issue, while its cars have long been 
ahead of Europe in producing less toxic 
emissions. 

The superior sales which companies can 
achieve through being on the right side of 
environmental concerns are exemplified by 
drinks group Perrier. Consumers who have 
decided to avoid tap water have helped in- 
crease P'errier's sales over the past 10 years 
by 35376. The green approach to cosmetics 
taken by The Body Shop in Britain has 
helped that company achieve earnings per 
share growth of 75% over the past four 
years. 

But identifying companies which will 
benefit in the future is full of difficulties. 
For example, the chemical company ICI 
is a major producer of Chlorofluorocar- 
bons (CFCs) which contribute to the deple- 
tion of the ozone layer. But ICI is also a 
major investor in new environment-friend- 
ly products. In many industries, some 
companies will adapt quickly to the new 
green environment and will benefit, while 
others will be slower and will suffer ac- 
cordingly. The trick, then, is to identify 
those companies which are quick on their 
feet, though there are also some firms 





which, by their very nature, are set automat- 
ically to benefit from the green movement. 

One of the latter is Deutsche Babcock. 
Problems like acid rain, dirty beaches and 
polluted rivers require engineering com- 
panies to clean up the mess. West Ger- 
many's Deutsche Babcock is a power and 
process engineering company involved in 
flue-gas desulphurisation, denitrification 
and particulate removal, water treatment 
and waste incineration. About 25% of its 
turnover is related to protecting the environ- 
ment and there is scope, says Phillips and 
Drew, for exports in the flue-gas desulphuri- 
sation business. 


hosphates in detergents have been 

claimed to cause environmental prob- 

lems. They make water richer in nu- 
trients which encourages rapid plant growth. 
The plants are said to use up so much oxy- 
gen that animal life is destroyed. The subject 
is controversial, but West Germany’s Henkel 
chemical company has been quick to react to 
objections to phosphates. It has stopped 
making detergents containing phosphates 
and sells phosphate-free products. 

To save the world's trees, the green lobby 
wants us to use much more re-cycled paper. 
One tonne of wastepaper saves 17 trees, it 
is claimed. So demand for products made 
from wastepaper is growing rapidly. KNP of 
the Netherlands is one of Europe's biggest 
users of wastepaper, and it now operates 
throughout the continent. 

Health foods and vegetarianism are 
linked to the green movement in various 
ways. Not least of these is that rearing live- 
stock for meat uses up much more land than 
vegetables and grains. In South America 
and elsewhere, tropical rainforests are being 
felled for cattle-grazing, which has been the 
source of some of the criticism levelled at 
MacDonalds. But as MacDonalds seeks to 
resist that criticism, other companies benefit 
from the argument. Wessanen, a Dutch firm 
which produces and distributes health 
foods primarily in the US but also in Europe, 
is the largest such company in Europe and is 
well placed to benefit from the spread of the 
green gospel. 

Japan is ahead of most of the world 
on some green issues, such as car emis- 
sions, but behind on the treatment of sew- 
age. According to Saloman Brothers, the 
diffusion rate of sewage treatment facilit- 
ies in Japan is about 37% compared with 
97% in Britain and 72% in the US. The Ja- 
panese Government wants to raise the rate 
to 60% in the longer term. Kurita Water 
Industries commands a 25-30% share of 
the Japanese market for small-scale sew- 
age disposal equipment and so stands to 
benefit. 

Japanese expertise in car emissions cur- 
rently provides an export opportunity in 
Europe. According to brokers James Capel, 
Horiba has a 70% share in the world market 
for car emission analysers. The higher 
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standards being imposed in Europe lead 
the brokers to forecast renewed growth for 
the company and overall 10-15% profits 
growth over the next five years. 

One of the best growth industries over 
the next 10 years in the US will be the incin- 
eration and re-cycling of waste. Most US 
waste is now dumped into landfills, but the 
Environmental Protection Agency forecasts 
that over the next 10 years 70% of existing 
capacity will be full. It will then be necessary 
to incinerate more waste while dealing with 
the problem of the gases and ash this pro- 
duces. Uniform standards are being estab- 
lished and waste-to-energy plants will be 
increasingly used. The major operators of 
these plants are Ogden Projects and Wheel- 
abrator Technologies. 

There are thousands of other companies 
which will be affected by the green move- 


ment. Many of the ratings of companies al 
ready reflect their improved prospects. O 
the ones mentioned here, the shares whid 
still appear to be reasonably priced a 
present are Wessanen which at G64.4 
(US$30.75) is on prospective p/e of 12.9 
Henkel, DM 523.50 (US$283.75) on a pros 
pective p/e of 16.3 and KNP, G47, on a pros 
pective p/e of 6.3. 

But just as important as the possibk 
bullish implications of the green move 
ment are the bearish ones. Many chemica 
companies will have to spend money tc 
improve their emission standards. Coa 
companies will find their fuel increasingly 
unpopular because of higher clean air stand: 
ards. The green movement will have : 
mildly negative impact on company profits 
as a whole while some companies gain anc 
others lose. 





NATURAL GAS 


Green backers 


By Jonathan Burton in New York 


MERICANS ARE INCREASINGLY  con- 

cerned about the environment — 

they fight a valiant, vocal battle 
against industrial pollutants, toxic waste, 
global warming, acid rain, even smoking on 
aircraft 


Ecological concerns may present lucra- 
tive long-term opportunities for the 1990s, 
either because the US Government will force 
environmental legislation on business, or 
because companies will voluntarily adopt 
cleaner-burning, efficient fuels to trim pro- 
duction and political costs. 

One beneficiary will be the natural gas 
industry. Once ignored, it now plays Cin- 


Indonesian natural gas drilling platform. 
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derella to a troika of evil, tainted step-sisters: 
oil, coal and nuclear power. Oil is dirty, ex- 
pensive and increasingly scarce. Coal contri- 
butes to acid rain. Nuclear power is widely 
unpopular and produces untreatably 
poisonous waste. Natural gas, in contrast, is 
clean, cheap and relatively plentiful. 

Be that as it may, the US still relies on oil, 
more than half of which is imported. Use of 
natural gas is nowhere as strong, but lately 
demand has increased while supply has de- 
clined, indicating steadily higher prices. 
Utilities often use gas rather than coal to gen- 
erate electricity because gas is cheaper and 
environmentally sound. 

The future of natural gas depends largely 
on the continued greening of America. And 
here the outlook is good. Environmental 
concerns were key to last year’s presidential 
election and have been growing ever since. 
Federal and state sentiment is clearly in the 
clean-air camp. The Bush administration 
is determined to develop a national en- 
ergy policy, and some observers antici- 
pate a package next year that will favours 
domestic natural gas producers and 
suppliers. 

Ironically, until recently, the federal gov- 
ernment regulated natural gas prices and re- 
stricted competition. But Washington has 
now decontrolled roughly 80% of the 
natural gas industry and will have dere- 
gulated it completely by January 1993. 
After a slightly shaky start, the industry 
is beginning to consolidate and move 
forward. Pricing remains uneven, though 
this may be taken care of if the Commod- 
ity Futures Trading Commission approves 
a New York Mercantile Exchange applica- 
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tion to trade natural gas futures. 

The industry outlook is better for in- 
terstate pipeline companies than for gas 
explorers and producers, local distributors, 
or integrated companies that cover all bases. 
The pipeline segment has seen many 
takeovers, and more are expected. Scores of 
oil companies compete to sell natural gas, 
but only a dwindling number are able to 
pipe gas the source in the Southeastern US 
to the power-hungry urban regions of the 
northeast and the West Coast. 

Accordingly, pipeline stocks have seen 
much of the appreciation in gas stocks this 


year. E While the Dow Jones Industrial Aver- 





age rose 21.6% in the first 10 months of the 
year, pipeline companies were up an aver- - 





age of 25%. Natural gas equities rose well 
this summer but have since pulled back. 

It would pay to choose stock with care. 
Many natural gas companies are highly 
leveraged, with high p/es and small di- 
vidends. But others, like pipeline standouts 
Sonat Inc. and Enron Corp., distribute an- 
nual dividends of nearly 595. | 

Pipeline favourites include Coastal 
Corp., which this year wanted to buy Texas 
Eastern and its dx) odd route to the 











CEMENT STOCKS 


Mixer blessings | 


By Review Correspondents 


OW IS AGOOD TIME to be in the cement 
Neste: The newly industrialised 
countries (NICs) of East Asia are 
spending much of their newly accumulated 
wealth on housing and infrastructure, and 
in rapidly developing Southeast Asia, gov- 
ernments and private developers are con- 
structing for NIC-dom. And that means they 
all need cement. 
Frustratingly, there are no obvious ways 
for the investor to take advantage of Hong- 
kong’s voracious and still growing appetite 


for cement. The only Hongkong counter 


with a major, direct interest in cement is 


quarrying and PE company K. Wah 
Stones. Jardine Fleming says that K. Wah 


stands to benefit greatly from Hongkong's - 


infrastructure boom. But other brokers are 
less optimistic, noting that the company's 
focus is increasingly on property and other 
investments rather than its core building 
materials business. 

There is no such stock shortage in Singa- 
pore, which has three listed cement com- 
panies: Jurong Cement (the analysts favour- 
ite), Ssangyong Cement and Pan Malayan 
Cement. 

Singapore's cement industry is not pro- 
tected, and its cement prices are among 
the lowest in the region — about S$111 
(US$56.7) a tonne. Nevertheless the con- 
struction boom, combined with the region's 
relative shortage of cement, has allowed Sin- 
gapore's cement manufacturers to raise 
prices three times in the past year. 

Meanwhile, across the Causeway, Ma- 
laysia's domestic cement market is heavily 
protected — the local price is about M$180 
(US$66. 8) a tonne, compared with an export 
price of about M$100 a tonne. The result is 
that cement making can be a lucrative busi- 
ness for efficient producers. 

Moreover, the Malaysian Government 
has about M$6 billion to spend over the 
next three to four years on construction pro- 


jects that include the North-South Express- 
way, a gas pipeline and water supply 
works. s 

Malaysia's listed cement companies are 
Pan Malaysia Cement (which the analysts 
favour), Malayan Cement and Tasek Ce- 
ment. In addition, Associated Pan Malayan 
Cement is jointly owned by Malayan Ce- 
ment and Pan Malaysia Cement. 

Thai cement stocks are the best buys 
among Asian producers, according to First 
Pacific Asia Securities (FPA) in Thailand. 
Even with government setting prices low, 


A rock solid investment 7 


“Thailand has the biggest profit margins,” 
says FPA analyst Kalaya Thanatrakolsri. The 
three producers — Siam Cement (SCC), 
Siam City Cement (sccc) and Jalaprathan 
Cement (jcc) can barely keep up with de- 
mand. | 

Cement demand rose 30% this year, to 15 
million tonnes. Next year's growth will be 
about 20%, outstripping production capa- 
city. After that, about 10-15% a year through 
to 1994, FPA estimates. Imports of 1-1.5 mil- 
lion tonnes are planned to cover the 1990 
shortfall. Beginning in 1991, both scc and 
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northeast, and Panhandle Eastern, which 





. ultimately won the bid. Buyout rumours: 
have buffeted Burlington Resources, whiche 


has large natural gas reserves and is ar 
energy supplier to California, the nation's: 
most populous state. 

One recommended gas exploration andi 
production company is Oryx Energy Co... 
which has the industry buzzing over its use: 
of a technology which drills wells horizon- 
tally instead of vertically. Another well- 
liked firm is Adobe Resources, which one 
analyst called “a little company, but lots of 
gas.” Be 


SCCC have more capacity coming on line: 16 
million tonnes for scc by 1993, arx 
have 6.3 million tonnes, up f from 4.5 millions 
tonnes now. 

It is hard to find anything ne negative to say: 
about scc, Thailand's bluest chip. Foreign- 
ers pay a 60-70% premium for it on the alie 
board. SCCC is less diversified, but is strong; 
in ceramic tiles and sanitary ware. Its man- 
agement is reclusive but reasonably compe- 
tent. It trades at a significant market dis- 
count to SCC and its shares are much more: 
volatile. JCC trades even lower, mostly due 
to a poor past record, and the reputatiors 
of some of the owners. 

Most of the 17 cement companies in the 
Philippines are closed, family-held firms, 
and only two are listed: Bacnotan Consoli- 
dated Industries and Republic Cement. 
Both are thinly traded, with the major 
stockholders — the Montinola family in Re- 








public Cement and the Philippine Invest- 
ment Management Consultants (Phinma) in 
Bacnotan — keeping their stock under tight 
control. 

Indonesia's largest cement maker, PT In- 
docement, will list 1076 of its shares on the 
Jakarta bourse on 5 December. The US$335 
million issue is by far the biggest yet seen in 
Jakarta, but brokers are not certain that it 
represents good value. On the positive side, 
the company is well positioned to benefit 
from an expected increase in infrastructure 
over the near to medium term. It will use 
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Or 
“ur horizontal drilling? 





Once upon a time we would drill straight 
down into an oil reservoir and oil would appear 
by the barrel. 

Nowadays, it's rarely that simple. 

As the more co-operative reservoirs become 
exhausted we need to look further afield. 

Long, thin pockets of oil abound, but with 
vertical drilling very little of this oil can be 
produced from a single bore-hole. 

With horizontal drilling, however, we have 
come at things from a different angle and can 
coax more oil to the surface. 

This also allows us to drill nearby without 
disturbing any more of the environment than is 
necessary. 

Get the picture? 

Developing new oil extraction techniques 
is one of the things BP is doing today for all our 


tomorrows. 





For all our tomorrows. 
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some of the proceeds of the flotation to cut 
its heavy interest burden. 

But brokers say the Rps 10,000 (5.60 US 
cents) asking price is too high. The company 
has no earnings track record, having lost 
money since 1982. Although the issue is ex- 
pected to be fully subscribed, brokers worry 
that Indocement’s earnings and sales fore- 
casts are overly optimistic. 

PT Semen Cibinong, Indonesia's fourth- 
largest producer, is a safer bet, and has a 
solid earnings record. Profits are forecast to 
rise 23% to Rps 10.8 billion in 1989, and to 
Rps 20.1 billion in 1990. 

Taiwan's cement manufacturers are 
making strong profits, and are expanding 
capacity in the belief that demand will stay 
strong for another two years. The biggest 
company is Taiwan Cement, with seven 
plants producing around 5.2 million tonnes 
a year — about 30% of Taiwan's total. In Oc- 
tober 1990, it will open a new cement factory 
which will give it 30% more capacity. 

Sales rose 15% in the period to Sep- 
tember, to NT$9.5 billion (US$368.2 million), 
and profits grew twice as fast, at 3276, to 
NT$1.3 billion, helped by increased utilisa- 
tion rates and higher prices. Profits for the 
year are forecast at NT$3 billion on sales of 
NT$12 billion. 


aiwan Cement's biggest competitor is 

Asia Cement Corp., one of three 

listed companies in the Far Eastern 
Textile Group. Asia Cement has seven pro- 
duction plants in Taiwan and a holding 
company in Singapore with plans to pro- 
duce there. The company is opening a new 
plant which will increase its capacity by 35% 
to 4.4 million tonnes a year. 

Asia Cement should see annual sales rise 
from NT$7.9 billion in 1988 to NT$8.8 billion 
this year. Net profits are forecast to grow to 
NT$4.4 billion from NT$3.1 billion last year. 

South Korea has a construction boom on 
its hands. Private construction is booming 
and the government is committed to build- 
ing half a million new homes between 1988 
and 1992. The government will also spend 
heavily on infrastructure, in particular a 12- 
year Won 23 trillion (US$34.53 billion) pro- 


ject to build highways, ports, airports and — 


industrial estates on the west coast. 

But cement stocks are, surprisingly, 
some of the cheapest in the market, and 
could be good asset plays. Punters generally 
shun these low-beta stocks, but long- 
term investors should get a nice ride out of 
them. 

The two big listed cement companies, 
Ssangyong Cement and Tongyang Cement, 
are both trading below their asset values. 
Ssangyong Cement, currently trading at 
Won 26,000 a share, has assets worth more 
than Won 37,000 a share. Its p/e stands 
at 11.2. Tongyang Cement is selling at an 
even bigger discount to assets. Assets per 
share are twice the current price. Its p/e ratio 
is 8.6. m 






CANADIAN 


Safety first 


By Ashley Ford in Vancover 


ESPITE A RELATIVE RECOVERY from this 

year's “mini-market crash" on 13 

October, Canadian investors remain 
wary about stocks. Instead they are being 
"seduced" by the safety of high, short-term 
interest-rate instruments being offered by 
banks and other financial institutions. 

This seduction, says Christopher Cottier, 
portfolio manager with Burns Fry Investor 
Services in Vancouver, will continue as long 
as Bank of Canada governor John Crow 
maintains a high interest-rate policy to fight 
inflation. “There’s no doubt this policy is 
taking away from the markets and is an ab- 
normal differential when compared to US 
interest rates,” he said. 

Canada’s prime rate has been raised 
seven times over the past 12 months; it is 
now around 13.5%, compared with 10.5% 
in the US. “In historic terms, that is the high- 
est spread since the World War II and Crow 
is successfully seducing everyone into put- 
ting their money into savings and other gilt- 
edged short-term securities, such as bonds 


Toronto slips back 





and guaranteed investment certificates," 


says Cottier. 

Crow's actions have mystified the Cana- 
dian business community for months. Infla- 
tion has remained rather static at about 4% 
for the past 12 months and shows no signs 
of any imminent dramatic increase. 

The third quarter provides ample evi- 
dence of the "safety mentality" that has cap- 
tured investors. The quarter saw a major 
jump in investment in less risky mutual 
funds, many of which are yielding returns in 
the 14-20% range — returns that the markets 
cannot match. Total mutual fund assets rose 
by C$536 million (US$457.3 million) during 
the quarter to C$23.1 billion, an increase of 
10.2% from a year earlier. 
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High interest rates have also boosted the: 
value of the Canadian dollar to a decade 
high against the US unit. It is trading consis- 
tently above the 85 US cent mark, placing) 
increasing pressure on Canada's export- 
oriented economy and further dampening: 
inwards investment. 

Until 13 October, investors had large- 
ly ignored Crow's interest-rate policy andl 
pushed the Toronto Stock Exchange (TSE) tc: 
near record levels. The more highly specula- 
tive Vancouver Stock Exchange, by contrast, 
has struggled all year, flirting with all-time 
lows, further indicating the investor's pen-« 
chant for safety. 

The TSE has been able to claw back a sub- 
stantial portion of its losses. Its Composite 
300 Index shed 141.9 points on crash day tc 
close at 3,870, and now stands at around the 
3,935 mark. Most of that recovery, however, 
was engendered by bargain hunters pre- 
pared to sit out the uncertainty. 

Despite this bargain-hunter activity, Cot- 
tier says some blue chips are still attractive. 
“Canadian companies are lean and they did 
not forget the lessons of the crash of 1982 
and have stayed lean. Their balance-sheets 
and dividends are still strong, though there 
is some weakening setting in as commodity 
prices dip," he says. 

While prices have softened for lumber, 
pulp and paper, newsprint, zinc and other 
base metals, industry analysts say the slip- 
page will only be temporary. The Royal 
Bank of Canada says in its latest commodity 
price review that the overall index has drop- 
ped to its lowest point since December 1987. 

Industry analysts agree with Cottier's as- 
sessment that the markets will drift over the 
winter and resurge next spring, led by gold 
and forest products. 

Bob Boaz, chief economist and portfolio 
manager for Deacon Morgan McEwen Eas- 
son in Toronto likens the current environ- 
ment to the "mini-recession" that stalled 
Canadian stock prices during the second 
half of 1986 and then rebounded the next 
year. World demand for Canadian com- 
modities remains strong and will rebound 
next year, say investment analysts. 

Kumar says Canadian companies with 
extensive international operations, such as 
Thomson Newspapers, Northern Telecom 
and Alcan, should be the target of investors. 
Banks, life insurance and environmental 
companies are also tipped. 

But Canada's markets and investors will 
largely be guided by forces beyond their 
control — the fiscal policies of the central 
bank — and Crow shows no sign of relent- 
ing on his interest-rate policy. a 
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INDIVIDUALITY. EXCLUSIVE FABRICS AND FINE ATTENTION TO DETAIL ARE REFLECTED IN A RANGE OF 
IMPECCABLE CLOTHINCG FOR GENTLEMEN AT ALFRED DUNHILL. COMBINE THIS WITH OUR PERSONAL SERVICE 
AND YOU HAVE A STYLE THAT IS AS INDIVIDUAL AS YOU ARE. 


VISIT ALFRED DUNHILL IN LONDON, ALSO IN ATLANTA, BEVERLY HILLS 
CHICAGO, COSTA MESA, DALLAS, DUSSELDORF, HONG KONG, HONOLULU, HOUSTON 
MELBOURNE, MONTREAL, MUNICH, NEW YORK, NAGOYA, OSAKA, PARIS, SAN FRANCISCO 





NI BUD GU r X 


WHERE TO PUT YOUR MONEY 
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PHILIPPINE FUNDS 


Manila eves the bulls 


By Rigoberto Tiglao in Manila 


RESIDENT CORAZON AQUINO did not 

visit Canada and the US without a 

purpose, Philippine brokers like to 
jest — she was there to provide suitably 
dramatic atmospherics for the launch in 
New York of the US$60 million First Philip- 
pine Fund (FPF). 

Listed on the New York Stock Exchange 
on 8 November — with Aquino placing the 
first buy order — the FPF's 5 million shares 
were sold over the counter at US$12 each. 
Aquino explained that the FPF is expected 
not only to boost the local exchanges, but 
also signals that the Philippines is the latest 
place “to make a fortune in." 

The fund — a closed-end management 
investment company with the government- 
owned Philippine National Bank (PNB) as ar- 
chitect and trustee — is targeted at foreign as 
well as Filipino expatriate investment. The 
local markets have already discounted its 
impact, and the Manila composite price 
index hit an all-time high of 1,348 points at 
the start of the week the fund was listed. 

Manila has done some fancy footwork to 
sidestep the legal stipulation that foreign in- 
vestors can buy only the B shares of listed 
companies. 

A 3 October ruling by the Justice Depart- 
ment stipulated that the FPF could buy class 
A shares, normally reserved for Filipinos, 
only if the fund's trustee were a Philippine 
firm, which PNB, the fund's architect and 
trustee, was. This ruling reversed an earlier 
legal opinion obtained by the Securities and 
Exchange Commission. However, appa- 
rently aware of weakness of its legal posi- 
tion, the Justice Department added a stipu- 
lation that FPF's investment, to ensure that it 
does not violate the 40% foreign equity limit, 
cannot hold more than 5% of a firm's capital 
stock. 

Another provision in the department's 
ruling would indicate the fragility of its legal 
grounds — FPF can buy class A shares if this 
is not prohibited by the particular firm's arti- 
cles of incorporation. It just so happens that 
all local firms with class A shares specifically 
stipulate that these are the only shares that 
foreigners cannot buy. 

Nonetheless, the market appears to have 
brushed aside legal worries, and PNB stated 
weeks before its listing that the fund is 
planning to issue another million shares, 
because of oversubscription. Aquino herself 
has been backing it up, as has PNB, which is 
headed by Joker Arroyo, Aquino's former 
executive secretary who reportedly con- 
tinues to be a close, albeit unofficial, confi- 
dant. 

Setting up FPF was obviously a well 


thought-out operation. Its investment ad- 
viser is Clemente Capital Inc., headed by 
the flamboyant Lilia Calderon Clemente. 
Clemente, a highly successful Wall Street 
fund manager, has been a much-admired 
investment adviser both in New York and in 
Manila. She was one of the few fund mana- 
gers to advise buying in 1985-86, at the 
height of political instability. In the process, 
she reportedly cornered Philippine Long 
Distance Telephone Co. (PLDT) shares, pay- 
ing P38 (US$1.78) before the 1986 February 
uprising — PLDT now fetches nearly P500. 

Nomura Securities was picked as lead 
underwriter, with a view to tapping Japan- 
ese investors, considered more conservative 
than Taiwan and Hongkong investors who 
are already deeply involved in the Manila 
bourses. 

Prestige was bolstered by adding the In- 
ternational Finance Corp. — the World 
Bank's investment arm — as another under- 
writer, with Credit Lyonnais providing a 
European connection. 

FPFs main attraction is that local 
stocks continue to look undervalued — p/es 


in Manila average 10-11, compared with 
Hongkong's 13-14, Singapore's 19-20, and 
Thailand's 15-20. Brokers also estimate that 
the price appreciation of local stocks in the 
past year has been in the 40-60% range. Ar* 
emerging flood of new issues could correct 
the Manila market's main stumbling block 
— its thinness. 

Good precedents for a Philippines fundi 
have already been set. Of the various funds, 
according to the Hongkong Unit Trust As- 
sociation, in the eight months to August twc 
Hongkong-based Philippine funds — Jar- 
dine Fleming Philippine Trust and Thorntors 
Philippines Redevelopment Fund — have 
been the best performers, posting a mediani 
rise of 97.3%. In its two months of opera- 
tions, Indosuez Asia's Manila Fund has 
been reported to have ridden Manila’s bull 
run quite profitably. 

The optimism also shows in the rush to 
set up similar funds: the Maryland-based 
Strategic Asset Management Inc. plans to 
set up a US$100 million fund; Hongkong- 
based Dao Heng Fund Managment intends 
to set up a Philippine fund; and British 
fund manager Tyndall Holdings is provid- 
ing the first London-listed Philippines fund 
in association with Anscor Capital — the 
Sorianos' merchant banking arm. 

Reports that Manila may issue a spe- 
cal order to put a year-long moratorium 
on funds like the FPF may also provide a 
boost. k 





CLASSIC CARS 


Wheeler 
dealing 


By James Bartholomew in London 

RICES COMMANDED BY historic cars 
P have roared ahead over the past 10 
years. According to the sponsors of a 
new fund investing in historic cars, the 
value of the best cars motored along at the 
rate of 50% a year. ' | 

The new fund is to be called 
Automotive Classics — The 
International Historic Car 
Fund. It aims to give invest- 
ors a chance to take advan- 
tage of the rise in value of his- 
toric cars without the trouble of buy- 
ing their own. 

The idea was put forward by Manches- 
ter-based Bankhall Investment Manage- 
ment, whose directors were interested in 
classic cars and were sometimes asked for 
advice about investing in them. A fund 
seemed the answer. They approached Coys 
of Kensington, a company which auctions 
cars, for professional advice on what cars to 
buy and the John Govett Group for help 
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with placing the fund internationally. 

The fund will be an offshore unit trust 
with monthly valuations. The front-end 
charge for those who buy without an inter- 
mediary is 4%. The annual management 
charge is quite high at 3% — though this 
covers all expenses except the remun- 
eration of the directors and the buying 
panel. 

The minimum subscription is a hefty 
£25,000 (US$39,246), and the fund's spon- 
sors are expecting initial subscriptions to 











Bumper returns? 


amount to £10-15 million. The fund has al- 
ready obtained an option to buy a 2.9 
litre, 8 cylinder 1938 Alfa-Romeo for £3.25 
million. 

Should one buy units? The record of 
such funds is not encouraging. One trouble 
is that such funds tend to be created just as 
the market peaks. = 
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OVER 2,0O YEARS OF CAREFUL BREEDING 
PRODUCED IHIS CHAMPION 


Every once in a while, a truly great : 
horse is born. A horse destined to become .#% 
a supreme champion on the racecourse Wy 
and to pass into legend. A Nijinsky or 


an Arkle,a Red Rum or a Shirgar — superb nw fne ines of ite ibomugbimed denote an impeccable jew Hine cc gnac has been lo- 


animals who remain unchallenged in their lifetimes. 

But perfection does not come about by chance. Such 
a horse is the result of the careful breeding of the bluest 
of bloodlines that can be traced for generations. And from 
the day of its birth, the young horse will be lovingly 
nurtured and cared for, meticulously shaped into a 
champion. 

So it is with Hine X.O., the champion of fine 
cognacs, the choice of connoisseurs. 


Established in the heart of the Cognac region 


—— A | 


t b: ! f ; 
> of France in 1763. the house of Hine 





has remained unswervingly 








Leaves nothing to be desired 
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faithful to the standards of quality set 

down by its founder, Thomas Hine. 
Since the eighteenth 

century, every drop of 









vingly matured under the watchful eye of 
one man, the cellarmaster, whose senses 
are his birthright and whose extraordinary 
talents can be traced back through 
six generations of the Hine family. 

Hine X.O.— a thoroughbred champion 
of maturity, delicacy and 
finesse. A cognac of 
incomparable quality, 
to be savoured with 


respect and infinite 
pleasure. u 


Konica 


THE KONICA ADVANTAGE. 


Productive copiers to improve office efficiency. 


From Konica come copiers offering remarkable 
reproduction quality and reliability — and improved office efficiency. 
Compare copiers. You'll find that the perfect addition to 
your busy office bears the Konica name. 


HONG KONG: Repromac Ltd., Tel: 5-8930055 

SINGAPORE: APS Electronics (Pte.) Ltd., Tel: 2585944 
MALAYSIA: APS Electronics (M) Sdn. Bhd., Tel: 03-2928444 
INDONESIA: P.T. ASABA, Tel: 21-380-0404 

INDIA: Kilburn Reprographics Ltd., Tel: 28-4345 
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KONICA CORPORATION 


Shinjuku Nomura Building No. 26-2, Nishishinjuku 1-chome, Shinjuku-ku, Tokyo 163, Japar 


BANGLADESH: Devices Aids International Ltd., Tel: 257229 
TAIWAN, ROC: UB Office Systems Inc., Tel: (02) 772-2525 
PHILIPPINES: U-Bix Corporation, Tel: 818-7501 

SRI LANKA: Finco Limited, Tel: 548392 

THAILAND: Inter Far East Engineering Co., Ltd., Tel: 314-1240 
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Stockmarket, bond and currency trends 
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PRIVATISATION 


Jakarta ponders how to sell state money losers 


A lame duck hunt 





By Adam Schwarz in Jakarta 


ndonesia's economic reformers are 

pushing ahead behind the scenes with 

what may be their toughest task to 

date: dismantling state control of the 
government's many, often unprofitable 
companies. But the reformers are confront- 
ing a vast bureaucracy, where political in- 
fighting threatens to bring the nascent 
privatisation programme to a halt and even 
slow the momentum of broader economic 
reforms. 

Keepers of the national budget have 
been trying for years to spin off money-los- 
ing state owned enterprises (SOEs) or, in 
many cases, cut their losses and liquidate 
the companies. 

But in Indonesia, a sharp reduction in the 
state's role in the economy carries with it 
significant political implications. Reform 
watchers say that the sort of privatisation 
programme now being discussed poses a 
real test to the political standing of the chief 
architects of economic reform. At the cabinet 
level, these include Coordinating Eco- 
nomics Minister Radius Prawiro and Fi- 
nance Minister Johannes Sumarlin. 

“Indonesia is at the crossroads of decid- 
ing whether it really wants to 
get on the market path or to 
continue relying on the state 
sector" said  Djisman S. 
Simandjuntak, à prominent 
economist. From an econo- 
mic perspective, reducing the 
number of state companies 
makes sense. Announcing the 
results of a recent government 
audit of the 189 companies 
in which the government holds 
a majority share (the state has 
a minority stake in a further 
28), Finance Minister Sumarlin 
revealed this month that 
two-thirds were financially "unhealthy." 

In June, when Sumarlin ordered an au- 
dit of state companies, he listed a number 
of options for those that did not carry their 
weight: mergers with other state com- 
panies, splitting off subsidiaries, bringing in 
private managers on short-term contracts, 
selling shares through the stockmarket or by 
private placement and, if all else failed, liqui- 
dation. The Finance Ministry has until 
March 1990 to decide which of these options 
is suitable for each of the companies. 

As the date draws nearer, criticism is 





72 





building against how the Finance Ministry is 
evaluating state companies. In the initial 
audit, it used three financial ratios — profita- 
bility, liquidity and solvency — to place state 
companies into four categories: healthy, 
satisfactory, unsatisfactory and unhealthy. 
In the formula combining the three ratios, 
profitability is weighted 75% and the other 
two at 12.5% each. 

Minister of Mines and Energy Ginanjar 
Kartasasmita, whose ministry fared particu- 
larly poorly in the audit, was one of the first 
to complain about the evaluation criteria. 
Seven of the eight companies under his min- 
istry, including oil giant Pertamina, were 
classified as unsatisfactory or unhealthy. 
"There should be additional parameters 
used as bases for evaluating the health of the 
firms because two companies [under the 
ministry] — Pertamina and electricity utility 
PLN — are operating not only for profit but 
also for social purposes," he was quoted as 
telling a parliamentary commission in Sep- 
tember. 

Private economists have been just as 
quick to point fingers. "What they are using 
is essentially an accounting approach. We 
need an economic approach which accounts 
for how the companies relate to the nature of 


Ea 
Sumarlin; Ginanjar: test for reformers. 


the market they are in,” said one economist. 
“What is missing is an analysis of which 
companies can make a profit when forced to 
compete.” Another influential economist, 
Christianto Wibosono, said that the criteria 
were too strict. He calculates that almost all 
the companies recently listed on the Jakarta 
Stock Exchange, if judged by the same 
criteria, would be classified as unsatisfactory 
or unhealthy. 

The Finance Ministry plans to do a more 
in-depth, case-by-case analysis of all SOEs in 
the months ahead. But economists say the 
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government has yet to agree on one basic 

question: which businesses does the gov- 

ernment want to be in? Reformers have fo- 

cused so far on money-losing SOEs, reflect- 

ing the beginnings of the privatisation cam- 
paign in 1986-87 when the government wasi 
concerned primarily with ways to reduce! 
the strain on the federal budget. 

In recent months a broader approach: 
to privatisation has evolved. Martionos 
Hadianto, director-general for the develop- 
ment of state companies at the Finance 
Ministry, told the REVIEW that cabinet offi- 
cials are developing broader criteria for 
selecting privatisation candidates. "These 
include not just financial aspects but busi- 
ness aspects as well." Martiono predicted a 
basic policy on privatisation would be in 
place by the end of the year. 

Martiono divides SOEs into two main 
groups: those that were formed just after the 
republic was established — these include 
utilities like PLN and telephone company 
Perumtel, as well as airport, railway and 
harbour administrations — and the formerly 
Dutch-owned companies that were nationa- 
lised during former president Sukarno's 
nationalisation programmes in the late 
1950s and early 1960s. These include profit- 
, Oriented companies like planta- 
” tion developers and manufac- 

turers of a wide range of indus- 

trial products. 


f an SOE doesn't have 
good business prospects 
in the eyes of the govern- 
ment, then it should be re- 
leased to the private sector," 
Martiono says. 

Whether the government 
should reduce its share in SOEs 
or sell out entirely is another 
contentious issue. Reformers 
say if a business is bad then the 
government should get out. But politicians 
with interests to protect favour a more 
gradual approach. Who in any case, they 
wonder, will buy shares in a private com- 
pany that formerly floundered even with 
special, government-granted facilities. 

Of the various options laid out by 
Sumarlin, selling shares through the stock- 
market clearly has the most appeal to the Fi- 
nance Ministry. Sumarlin has said that 52 
state companies will be offered a chance to 
"go public." But the government is not eager 
to suffer again the storm of criticism which 
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cently came its way after granting politi- 
lly well-connected cement giant Indoce- 
ent a waiver to get around a government 
gulation requiring companies to have two 
onsecutive years of profits before listing 
l [o many SOEs lose money, divesting 
_shrough the stock exchange, if current rules 
"are to be followed, is not an immediate op- 
“don. The president of national airline 
»oaruda Indonesia, Moehamad Soeparno, 
said in New York on 6 November that 
_ “aruda would list 25% of its shares perhaps 
as soon as next year. Garuda recorded a pro- 
At last year after many years in the red and is 
sexpected to make profits this year. But it car- 
“cies huge accumulated losses and was rated 
Winancially unhealthy in the government 
udit. Government officials senior to 
Soeparno, including Sumarlin and Com- 
tsmunications Minister Azwar Anas, emphat- 
“4cally denied that the government had given 
Garuda permission to float shares. 
The main obstacles to privatisation, most 
“analysts agree, are political. The role of state- 
“owned companies, along with private firms 






















and cooperatives, is enshrined in Article 33 
of the constitution as one of the three pillars 
of the economy. 

But other economists point out that 
the principles embedded in the constitu- 
tion, which apply to all businesses, are 
more important than the ownership of the 
companies involved. A key principle is 
known in Indonesian as kekeluargaan, 
which Sukarno translated as "collectivism." 

“The principles say that workers’ in- 
terests should be protected," said Djisman. 

" And if the principles are what count, why 
can't they be applied to private companies." 

A second roadblock, even more politi- 
cally sensitive, concerns certain Indonesian- 
Chinese business conglomerates, which are 
usually politically well-connected and wield 
significant influence in the business com- 
munity. Traditionally, SOEs have been view- 
ed by some as a necessary counter-weight 
to these groups. In addition, the conglomer- 
ates have been among the first to benefit 
from Indonesia’s reforms — not always by 
design but, according to Djisman, "because 
they are best equipped to take advantage of 


added in the future. 


Bisma Indra and Barata itdobésia - — and said other ring 


the business opportunities now available.” 

The prospect of handing over ownership 
of state companies to large Indonesian- 
Chinese conglomerates is one reason, say 
many analysts, for proceeding cautiously. 
“Privatisation could endanger the entire po- 
licy reorientation,” said one economist who 
asked not to be identified. “Reform should 
come in appropriate doses.” 

Still, Sumarlin and other reformers are 
determined to move ahead. On the one 
hand, they say, constraints on the budget 
allow no other course of action. Secondly, 
they worry that success in freeing up the fi- 
nancial sector will be compromised if the 
“real” sector of the economy, in which the 
SOEs play a major role, is not improved as 
well. For the economy to move forward, 
they feel, Indonesia must overcome the fear 
of Chinese control in business. As another 
economist put it: “If we coritinue to hide be- 
hind this emotion-laden issue, we will never 
proceed. If we continue to support indigen- 
ous businessmen in contrast to other 
groups, we will continue to prescribe the 
wrong medicine to the economy.” n 





“The main task [of the agency]i is defence related. Wew want to z | 
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Arms and the lan 


Indonesia's President Suharto has designated 10 SOEs as strategic 
| . companies and set up a new agency to coordinate and manage 

— heir affairs. The group's objective is to act asa spearhead for the 
. transfer of technology from abroad and to accelerate the industri- 
 altransformation of the country. 

But some private and government economists, while 
acknowledging that most of the 10 firms operate in related areas, 
are worried that the criteria used to judge strategic industries 
have been left deliberately vague and that the agency is in danger 
.. of becoming nothing more than a new political fiefdom. This, 
_ they say, could undermine a broader privatisation programme 
. forSOEs now ed orchestrated by the Finance Ministry. 

Și Strategic Industries (BPIS) is 























ibie who heads the Ministry of Re- 
| longstanding cabinet 
and hasa close personal 
S hip with the pres s been around in other 
NE guises since 1983 - — -priman y as an advis ory body housed within 
BPPT — but Suharto's 28 August P. = xit ial Instructio 
agency on a much stronger, 
institutional footing. E 


The decree transfers 
oversight responsibility for 
the 10 firms from other 
ministries to BPIS and re- 
places Finance Minister- 
.. Sumarlin with Habibie as - 
. the governments nomi- 

. nated shareholder in each 
<- of the companies. The pre- 
^ gident’s decree also in- 
..dudes two firms which . 
pee not in the past as- 
 sociated irs BPIS — - Boma. 
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be self-sufficient in weapons systems,” BPIS vice-chairman réti 


major-general Agus Sujono told the Review. Habibie takes a ? 





broader view, saying that the agency incorporates ir 


have a strategic impact on the nation's development efforts, a 


role which need not be direct 
The decree itself does not define "strategic industries." 





ly related to defence capabilities. in 


Several prominent economists say privately that Habibie's d 
definition can be used to describe virtually any business. = 


Whether by intention or not, said one, Habibie can now use the - a 


concept of strategic industries to make a stronger pitch for gov- = 
ernment funding for his companies, at the expense of other SOEs, _ 
and at the same time excuse BPIS companies from being consi- Us 


dered as privatisation candidates. 
The Finance M | 





act tor-general for state com- 2n 


panies, Martiono- -Hadianto,. insists that BPIS companies will 
face the same consideration within the privatisation programme 





as all other soEs. Another senior ministry official told the REVE 


that many of the BPIS companies will need to make major ine 8 
vestments in the future and that this will probably require 
private capital. A likely example, this official said, is Krakatan : 


Steel whin now A gaa most tor the country’s steel. 











government hands. 


private sector," 





^d consolidate first." 


But Sujono suggested - 
that the country would . 
develop its strategic indus- 
tries more effectively if the 
BPIS companies were left in. — 
| “We 

don't want to close out the: 
che said. 
“And we will continue to 
use private subcontractors. 
But it is not easy to talk of — 
privatisation [of strategic 
companies]. We have to 
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TAX ATION 


South Korea's heavy taxes boost export costs 


Fiscal friction 





By Mark Clifford in Seoul 


outh Korean officials have been fret- 

ting about the loss of competitiveness 

brought on by three years of double- 
digit wage rises. In June, President Roh Tae 
Woo declared that the economy was in a 
state of crisis and in early November the 
government announced a package de- 
signed to spur economic growth in general 
and exports in particular. 

However, thanks to an archaic and erra- 
tic tax system, it appears that the govern- 
ment itself has contributed to the higher 
wage costs which are undermining the 
countrys international competitiveness. 
Unions and exporters — now joined by op- 
position political parties — claim that much 
of the wage rises are simply being passed 
along to the government in the form of 
higher tax payments. 

By August the government had already 
collected more payroll taxes from workers 
than it had budgeted for the entire year. 
While the government had figured on col- 
lecting payroll taxes of Won 924 billion 
(US$1.39 billion) for the year, the actual fig- 
ure now is expected to be Won 1.4-1.6 tril- 
lion. In other words, the government is tak- 
ing about US$1 billion more than expected 
out of workers' pockets. Much of this 
windfall is coming from low-income work- 
ers, who have benefited most from wage in- 
creases. 

The excess revenue, coupled with con- 
tinued volatility in labour-management rela- 
tions, has spurred widespread calls for a 
special tax refund along with an overhaul of 
the tax system. Even the normally quiescent 
Labour Ministry has bucked the Finance 
Ministry and publicly called for tax cuts for 
workers from next year. 

Two new studies, one by the Korea Trad- 
ers Association (KTA), the lobby group for 
exporters, and the other by the Federation of 
Korean Trade Unions (FKTU), suggest that 
lower taxes for workers might do more to 
break the spiral of escalating wage demands 
than government appeals for restraint. 

The KTA claims that an 18.7% wage in- 
crease — which was the average during the 
first half — for the breadwinner in a work- 
ing-class family of four results in a 62% tax 
increase, when defence, residence and edu- 
cation surcharges are included. For some 
low-income families the increase is even 
larger — as much as an 84% tax increase. 
"The government has to manage tax policy 
so that the wage hike goes directly into 
workers' pockets," the group says. 
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"Companies increase wages because 
they want peace between labour and man- 
agement," says the KTA report. "But since a 
great deal of money goes to the government 
as tax there is the possibility of a vicious cir- 
cle of labour disputes." Sources close to the 
FKTU say that the organisation would accept 
lower wage rises in exchange for tax cuts for 
low-income wage earners. 

The government ran a Won 3.3 trillion 
surplus last year — more than 11% of its 
total budget — and even Finance Ministry 
officials concede the surplus will be at least 
as large this year. 

The government had already collected 
4% more than its overall revenue target for 
1989 by the end of October and was running 
large surpluses in its special accounts as 
well. The special accounts make up nearly a 
third of government revenue. 

This is good economics, as skimming off 
the surplus is helping to restrain an econ- 
omy which shows some signs of inflationary 
pressure after three years of 12% growth. 
But it is not good politics, especially for an 
administration which is trying to establish 
an image as a friend of the workers and one 
which is taking a harder line on speculators 
— which in South Korea means virtually 
anyone who is not a wage earner. 

The controversy over higher taxes for 
workers underlines public perceptions that 
the tax system is weighted against labourers 
and in favour of the self-employed and 
those dabbling in the stock and real-estate 
markets. (Japan's clumsy attempt to deal 
with a similar problem by imposing an un- 
popular value-added tax, which turned into 
a political nightmare for the ruling Liberal 
Democratic Party, shows that attempts to 
reform the tax system can create electoral 
difficulties.) 

Fuelling the controversy over workers' 
taxes were separate reports showing that 
self-employed workers are paying negligible 
taxes in South Korea. Last year doctors man- 
aged to deduct more than 90% of their in- 
come while lawyers wrote off nearly 75%, 
according to the Office of National Tax Ad- 
ministration. "There is an equity problem 
between wage earners and self-employed 
[professionals]," a Finance Ministry official 
conceded. 

The opposition has seized on the issue of 
tax fairness and has introduced bills to cut 
income tax for workers. With press stories 
and editorials attacking the tax system, the 
government is clearly on the defensive. The 
alliance of exporters and unionists — two 
groups which normally agree on nothing — 
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should worry the government, but Finance 
Ministry officials say they expect to ge’ 
through the year without a tax revision or à 
one-off tax refund. 

The Finance Ministry in fact may be able 
to squeak by without any changes this year, 
since the legislative national assembly has e 
notoriously short attention span, but it may 
be at the cost of the administration's at. 
tempts to establish itself as an ally of the 
middle and working classes. 

The tax system was overhauled last year 
and officials say they plan another major 
revision next year. This will lay the 
groundwork for the introduction of a real 
name system (by prohibiting aliases) on all 
financial transactions, expected to be intro- 
duced in 1991 or 1992. 

Government officials make no secret of 
their desire to increase the government's 
overall tax take, which now stands at about 
18% GNP. Something like 30% would be 
more to their liking, and they would like a 
higher proportion of the revenues to come 
from income tax. But so far there has been 
no talk of cutting the broad range of taxes 
and tariffs which form the backbone of 
South Korea's regressive tax system. 

Worse still, there has been no call to clean 
up the image of the tax office. Many South 
Koreans consider the agency to be erratic 
and inconsistent in its application of the tax 
code, and believe that tax assessments are 
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more closely related to personal connections 
than the rule of law. 

Next year's tax reform will also reflect the 
impact of a series of land reform measures 
which are currently before the national as- 
sembly and should be passed into law by 
next month. Finance Ministry officials say 
they are also considering the introduction of 
a capital gains tax on stock sales. While some 
officials privately favour such a tax, they 
worry that it could destabilise the market, as 
talk of it did in Taiwan. But foreign invest- 
ors, who will be allowed to trade on the 
Seoul bourse in 1992, might help solve that 
problem by providing offsetting aee 
demand for equities. 
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MOMPANIES 


Revival of "T— nickel refinery in doubt 


Lost in a legal jungle 


Mey! Rigoberto Tiglao in Manila. 


fter ye years of being mothballed and de- 

spite an agreement in August for its 

sale, the rehabilitation of Nonoc Min- 

Mng and Industrial Corp. — the Philippines’ 

nly nickel producer and several years ago 

fhe sixth-largest refinery in the world — 
could yet be aborted. 

In 1984, the nickel refining firm was one 
of the Philippines’ most spectacular bank- 
ptcies, when two government-owned 
, Philippine National Bank (PNB) and 
e Development Bank of the Philippines 
DBP), foreclosed on loans of 26.5 billion 
US$295.5 million). At the time, Nonoc was 
"controlled by the Jesus Cabarrus family 

ugh Nonoc Mining's mother firm, 
induque Mining and Industrial Corp. 
MMIC). 

The problem is that the the government's 
Asset Privatisation Trust (APT) has now 
agreed to sell Nonoc to the Philnico Invest- 
ment and Management Corp. (Philnico) — 
which is controlled by the Cabarrus family. 
Although the agreement included clauses 

designed to ensure the Cabarrus’ financial 
standing, Nonoc's two biggest creditors are 
intent on going to court to block the sale. 

The two-year controversy over Nonoc 
Mining illustrates the way in which legal 
problems have been holding up the coun- 
try's privatisation programme. In the case of 
Nonoc Mining, these delays have cost the 
Philippine economy dearly. The country's 
trade deficit reached US$1.7 billion in Au- 
gust, yet the government has not been able 
to halt the deterioration of a facility which 
could have been generating export earnings 
of more than US$400 million a year. 

Earlier this year, believing that the Cabar- 
rus family did not have the money to refur- 
bish the refinery, the APT nearly sold Nonoc 
to Dallhold Nickle Management, one of 
Australian Alan Bond's companies. REVIEW 
sources claimed that the APT and Dallhold 
were confident that the purchase could 
sidestep the 40% foreign equity limit by get- 
ting a presidential order to classify the ar- 
rangement as a service contract. 

The Cabarrus family, however, fought 
back to regain what they still saw as their re- 
finery. They placed full-page advertise- 
ments in newspapers warning potential bid- 
ders that they had filed a case in court ques- 
tioning the government banks' actions in 
foreclosing on the firm. They also played on 
nationalist sentiments. 

Dallhold's bid finally fell through when 
the Justice Department issued a ruling in- 
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voking an obscure Nickel Law which pro- 
hibits not only more than 40% foreign own- 
ership but also foreign managerial control of 
a Philippines nickel refinery. 

Just before August, the APT, exasperated 
over its failure to privatise one of the biggest 
assets in its portfolio, caved in to the Cabar- 
rus’ pressure and signed a memorandum 
of agreement with the Cabarrus newly 
formed Philnico. 

This appears to have been an act of des- 
peration by APT. Its head, Ramon Garcia, 
later pointed out to a Nonoc creditor's 
lawyers that certain provisions of the agree- 
ment were made "in a very expeditious way 

. . bearing in mind that the plant is fast de- 
teriorating and will soon be of no economic 
value." 

The APT's provisions included a non- 
refundable deposit of P105 million in "ear- 
nest money"; a purchase price of US$325 
million, to be paid within four years; and for 
the agreement to be completed within 60 
days to 1 October. In addition, wary of the 
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Central bank: bankruptcy deals. 


Cabarrus’ financial health, the APT set two 
conditions. These were: 

> Proof that Philnico has access to US$100 
million for the refinery's refurbishment in 
the form of an approved credit line from fi- 
nancial institutions. 

> A US$70 million downpayment, to be 
made by assuming Nonoc Mining's P1.7 
billion debt, with Philnico required to secure 
the acceptance of all creditors within the 
deadline set. 

Philnico's ability to secure the credit line 
is being questioned by its major creditors. 
Cabarrus has long claimed that China Non- 
Ferrous Corp. — a China-owned company 
— would be a major investor, but it has now 
backed out. This leaves only textile man- 
ufacturer Ramon Lee and John Go, one of 
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the owners of Equitable Banking Corp. 
(which had a P41 million loan outstanding 
to Nonoc) as Cabarrus' partners in Philnico. 

Cabarrus hopes to raise money on the 
stockmarket. But Manila's Securities and Ex- 
change Commission appears to be sitting on 
his application after it discovered there was 
no truth in his statement that Shell Group 
firm Billiton Marketing and Trading would 
be investing in the company. 

A thornier problem is the APT's require- 
ment that Philnico secures its creditors' ac- 
ceptance of a payment schedule for Nonoc's 
debts. About 70% of Nonoc’s debt — 
US$47.9 million including interest charges 
— is owed to international trading firms 
Philipp Brothers Oceanic Inc. (Phibro) and 
Marc Rich & Co. Both have refused Phil- 
nico's proposed payment schedule and 
have demanded that the sale be cancelled. 

Both creditors have consistently stuck to 
their position in local courts that the Philip- 
pine Government — which took control of 
MMIC first through DBP and PNB, and later 
through the APT — should immediately set- 
tle the debts. 

Ironically, this stumbling block is the di- 
rect result of Marcos technocrats' fumbling 
attempts in 1983 to keep the refinery operat- 
ing. When the country's debt crisis erupted 
that year, DBP and PNB persuaded Phibro, 
which had an exclusive marketing agree- 
ment with MMIC, to advance US$8.6 million 
against future nickel sales. 

However, barely five months later, PNB 
and DBP agreed to another proposal by Marc 
Rich — Phibro's competitor — that it would 
lend the company US$15.3 million in ex- 
change for Phibro's marketing contract. The 
central bank agreed to the deal only on the 
basis that part of the money would be used 
to pay off Phibro's earlier advance. 

The deal went through, but Phibro was 
not paid its US$8.6 million. So far, DBP has 
neither been able to explain how it circum- 
vented the central bank's restrictions, nor 
what happened to the US$8.6 million. 
REVIEW sources say that Cabarrus, who 
was no longer in control of the firm when 
the advances were made, sees the issue as 
his best hope of holding onto the agree- 
ment with the APT. 

The APT has so far turned a blind eye to 
Philnico's failure to secure the creditors' 
agreement to the sale. APT head Garcia said 
that "the general feeling of the APT is to ex- 
tend the memorandum of agreement [after 
the 1 October deadline for meeting the con- 
ditions ]." 

The Cabarrus group appears to be dig- 
ging in for a legal battle over the validity of 
the agreement, and has emphasised that the 
most important thing is to get the refinery 
operating. Meanwhile, the plant continues 
to be cannibalised for parts, despite the 
Cabarrus' group effective control of the facil- 
ity, and the question is whether the group 
will ever raise the money needed to refur- 
bish and restart the plant. 5 
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INDUSTRY 


Chinese electrical appliance makers feel the pinch 


Consumer dol 


once the country’s most lucrative 

and dynamic, has gone into reverse. 
Domestic sales of once-popular items such 
as TV sets, washing machines, refrigerators, 
radios and electric fans have plummeted be- 
cause of a national economic slowdown. 
Factories producing them are deeply in debt 
and have slashed output. 

No other market has been hit quite as se- 
verely — but there again, no industry had it 
quite so good in the boom years. During 
1987-88, this industry saw volume growth of 
up to 57% a year. Even this growth did not 
satisfy China’s voracious demand — 1-1.4 
million TV sets were imported every year. 

The boom was intensified by Chinese 
using their long-term savings to buy con- 
sumer electronics as a hedge against infla- 
tion. So great was demand, particularly for 
colour TV sets, that buyers often had to wait 
months and have good personal connec- 
tions before they could buy a quality set. 

This year, the industry’s decline is as 
spectacular as its boom. With the inflation 
rate stable and interest rates high, consum- 
ers are saving more and buying less. Electri- 
cal appliances, still considered luxury items 
for many Chinese, are the first to be hurt by 
belt-tightening. In the first seven months of 
the year, sales of washing machines, re- 
frigerators, radios and Tv sets were down by 
38%, 16%, 5% and 30% in volume respec- 
tively. Industry forecasts say the bottom has 
yet to be reached. 

Other austerity measures designed to 
dampen consumption make a quick recov- 
ery unlikely. For example, since early this 
year, the government has imposed hefty 
taxes on TV sets — there is a Rmb 600 
(US$161) tax on each TV set in addition to a 
so-called foreign-exchange subsidy tax of 
Rmb 100-300. (Each domestically assembled 
colour TV set contains Rmb 120 of imported 
components.) A 58-cm colour TV set costs 
Rmb 2,100, or twice the average annual sal- 
ary of an urban dweller. There is also a new, 
strict monopoly distribution network which 
makes price cutting and other sales promo- 
tion efforts by manufacturers difficult. 

Despite the slump, production has not 
responded quickly enough to the fast- 
changing market. In the first nine months 
of the year, the output of most electric 
appliances grew 3-15%, year-on-year. Pro- 
duction of washing machines, however, fell 
by 8.176, as 16 of the country's major wash- 
ing-machine manufacturers stopped pro- 
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duction. or switched to other products. 

The good times have left a legacy of over- 
capacity. When the market was booming, 
assembly lines were imported in the hope of 
a quick profit. The slump may eventually 
produce a major shakeup of the industry. 

According to a China Daily report in July, 
China has imported 113 colour-television as- 
sembly lines since 1981 with the capacity to 
produce 15-17 million Tv sets a year, com- 
pared with the peak national consumption 
of 26.62 million sets in 1988. With a depress- 
ed market, some assembly lines have 
ground to a halt. Another report said there 
are 150 electric-fan manufacturers. Of these, 
50 have a combined production capacity of 
5 million units a year, compared with the 
estimated current market demand of 1.5-2 
million a year. l 

Provinces such as Guangdong, which 







Chinese appliance sales slump 
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expanded quickly into the appliance indu: 
try, are being hit particularly hard, and mar 
ufacturers have taken to lobbying Peking. 

In the long run, there is still a very larg 
market for electrical appliances. While mo: 
urban households have several of these prx 
ducts, the rural market remains largely ur 
tapped. If rural incomes rise enough farmes 
will be the next big spenders. 





AVIATION 


Japan and the US finally settle airline pact 


Out of the mainstream 


WY rade and economic relations between 
I Japan and the US have become more 
fragile over the past few years in di- 
rect relation to the degree of inter-depen- 
dence between the two countries’ econo- 
mies. This may be one reason why Japanese 
Transport Ministry officials seemed pleas- 
antly surprised at the results of the latest 
round of Tokyo-Washington air talks which 
ended early this month. 

The talks, aimed at updating an existing 
agreement in order to take account of the 
booming Asian air travel market, appeared 
to have stalled last spring when the US de- 
manded far more landing and takeoff 
"slots" at Tokyo's overcrowded Narita air- 
port than Japan thought it could provide. 

But in October they succeeded, accord- 
ing to Japanese sources, because the US side 
at long last showed "realism" about the situ- 
ation at Narita, and because Japan made 
what is claimed to be a big concession on air 
freight. 

A side effect of the deal, both sides agree, 
will be to help decentralise Japan's air traffic 
away from Tokyo and Osaka. This is highly 
desirable given what almost everyone now 
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regards as the excessively Tokyo-centre 
bias of the economy. 

The 6 November agreement gives US aij 
lines the right to add another 24 flights 
week to the 90-odd flights they now operat 
out of Narita, while Japanese airlines get az 
extra 23 flights. The US originally askee 
for "far more" flights but had scaled dows 
its demand to 30 by the time talks were re 
convened in the autumn, according to Ja 
panese sources. Japan initially offered th 
US 21 flights but managed to find enoug! 
slots for another three as the negotiation 
progressed. 

Before the settlement, the US already ac 
counted for 3376 of Narita takeoffs and land 
ings, compared with Japan's 36% and th: 
rest of the world's 31%. This hardly suggest: 
that US airlines are being "shut out," say Ja 
panese officials. 

The noyel part of the new pact is that US 
and Japanese airlines will each get the righ 
to fly an extra seven flights a week across the 
Pacific from places other than Tokyo anc 
Osaka. In the past, major US airline: 
showed little interest in transpacific flight: 
starting at, say, Nagoya or Sapporo. 

But a number of major US airlines now 
see the possibility of using such places as 
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lhubs for servicing regional route networks, 

ww reflection of the recent remarkable in- 
creases in air traffic out of countries such as 
Taiwan and South Korea. 

The fast rise in regional air-freight traffic 
rom Japan and the newly industrialised 
—ountries explains another novel compo- 
ient of the 6 November agreement. The 

agreement for the first time gives Japanese 
airlines the right to fly freight-only aircraft to 
Chicago, one of the most important US air- 
"freight destinations. More intriguingly, Ja- 
pan has agreed to allow Federal Express 


(Fedex), the top US freight specialist since 
its acquisition of Flying Tiger, to operate 
from Tokyo to Alaska and then on to West- 
ern Europe instead of only to the US. 

The arrival of Fedex on the European 
routes will mean, say Japanese sources, that 
more than half of the world's air-freight in- 
dustry (in terms of the number of Boeing 
747s owned by the operating companies) 
will be competing on the Alaskan route 
to Europe. That should make for price 
cuts as well as for innovations in the types 
of service offered (such as the door-to-door 





PROJECTS 


Thailand to press ahead with steel complex 


Forging the future 





By Paul Handley in Bangkok 


hai steel processor Sahaviriya has 
! emerged as the winner in a hard- 
fought battle between two well-con- 
nected conglomerates for the right to build 
the country's first large-scale steel plant. The 
Baht 19 billion (US$735 million) project rep- 
resents an ambitious plunge into heavy in- 
dustry by Thailand, though some critics say 
itis far too risky and could hurt the country's 
export-oriented industries. 

The decision to go ahead with the plant 
marks the end of a 16-month race between 
Sahaviriya and the country's largest steel 
conglomerate, Siam Steel. Several other con- 
tenders, including two international groups, 
dropped out of the bidding earlier. 

Sahaviriya plans to open a 500,000-tonne- 
a-year hot-rolling mill in 1993. This will be 
expanded to 1.8 million tonnes over the fol- 
lowing three years. After that, a down- 
stream cold-rolling mill with a capacity of 
200,000 tonnes will be opened in 1995. Its 
capacity will be increased later to 670,000 
tonnes. 

A 135,000-tonne electro-galvanising plant 
was planned as the third stage of the project 
but because of government fears of con- 
tinued dependence on imports for coated 
steel sheets, the plant will open in 1993 in 
tandem with the cold-rolling unit. 

Sahaviriya, a well-established importer 
and processor of coiled steel, will have to 
rely heavily on its main foreign partner, 
Duferco, a steel supplier and affiliate of Ita- 
lian steel producer Finsider. Duferco will 
provide technical assistance for the project. 
Foreigners will be allowed to take 40% of the 
equity in the project. 

Loser Siam Steel had proposed a more 
ambitious Baht 35 billion, fully integrated 
complex, including upstream slab-making 
operations. Its original plan met all govern- 
ment criteria, especially Bangkok’s em- 
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phasis on coating and cold-rolling opera- 
tions, which produce a finer sheet steel for 
car bodies, appliances and other consumer 
products. Siam Steel nominated Dutch and 
Chinese firms as its foreign supporters. 

Most of the public discussion of the pro- 
ject has focused on the connections both 
groups have with the top echelons of the do- 
minant Chart Thai party. However, some 
analysts say there are sound economic 
reasons for eventually choosing Sahaviriya's 
proposals. 

The building of an integrated steel com- 
plex has been periodically under discussion 
in Thailand for years. But when interest was 
revived in early 1988 as a result of world 
market trends, plans focused on a cold- 
rolling mill (REVIEW, 28 Apr. '88). 

The economy was expanding rapidly 
and domestic consumption of steel was ris- 
ing. Many believed that the volume of im- 
ported steel was sufficient to ensure that a 
domestic steel plant would be economically 
viable. It was thought that a cold-rolling mill 
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Siam Steel plant: the loser. 
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delivery service pioneered by Fedex). 

Air freight is not the only sector where 
competition should increase as a result of 
the agreement. Japanese airlines are cross- 
ing their fingers that the US companies 
picked to fly the new passenger services will 
be mainly newcomers to the Pacific, not es- 
tablished giants like American Airlines or 
United. If the agreement is used mainly 
to provide more business for the major 
companies, some Japanese airlines may 
start arguing that generosity has gone 
too far. i 


would feed the rapidly growing appliance 
sector and, more importantly, the car-as- 
sembly business, which had just exported 
its first cars. 

But several consultants opposed a fully 
integrated plant. They suggested that Thai- 
land would be better off starting with the 
rougher hot-rolled steel sheets, which are 
used in construction and pipe-making. They 
argued that with neither natural advantages 
nor experience in steel-making, Thailand's 
output would be significantly more expen- 
sive than imports and would require a yet- 
undetermined level of import protection. 

If the project started with cold-rolled 
sheets to feed, for example, export-orient- 
ed consumer-appliance manufacturers, the 
resulting higher steel costs could end up 
damaging Thailand’s competitiveness in 
world markets. 

Hot-rolled sheets, on the other hand, are 
mostly used in the domestic market, where 
higher costs are considered an acceptable 
trade-off for greater strategic independence 
from imports. 

Critics of the project say that Thailand 
will never be a competitive steelmaker in 
any case. They believe that the government 
will end up subsidising the steelmaking pro- 
ject to keep it from going bust — in the same 
way that Malaysia and Indonesia have been 
forced to bail out their steel plants. 

Import duties on steel currently stand at 
5-8%, insufficient, say analysts and steel 
users, to protect the new project. The gov- 
ernment has agreed to providing greater 
support. But steel users are worried about 
the rise in their costs should import duties 
be increased to the 20% suggested by 
Sahaviriya. It has already been assured that 
no other steelmaking licences will be 
awarded for 10 years, though the project's 
maximum output of 1.8 million tonnes is 
below current consumption levels. 

Sahaviriya, which is also involved in 
communciations and computer systems 
sales as well as general importing and ex- 
porting, must now prove that it can carry 
through the project. The group has to post a 
bank guarantee for Baht 100 million within 
30 days of the 8 November decision. Within 
90 days it has to form a limited company 
with Baht 3.82 billion in registered pee 
25% of that paid up. 
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Dumping on Hongkong 


ill anti-dumping charges turn 
out to be the protectionist tool 
of choice for the 1990s? If the 
last year or so is any measure, 
this could well be the case: growing en- 
thusiasm in the US and the EC for treating 
anti-dumping as one more weapon in the 
protectionist arsenal has seen even Hong- 
kong — that last bastion of free trade — 
caught between a rock and a hard place. 

For the first time in its history, the colony 
is facing simultaneous anti-dumping actions 
in its two leading markets, the US and the 
EC. Until recently, Hongkong's open mar- 
kets had bought immunity from the wrath 
of industrial lobbies in the US and the EC, 
even as other Asian newly industrialised 
countries were battered by protectionist 
winds. But no longer. 

Hongkong's leading export industry, 
garments and textiles, faces the possibility of 
punitive anti-dumping duties if EC and US 
Government agencies rule in favour of 
domestic interests. At risk most im- 
mediately are rts worth more than 
HK31 billion (US$128.2 million) a year. A bit 
further down the line, however, a much big- 
ger chunk of Hongkong's export trade could 
come under attack if the current campaign 
by American and European industry lob- 
byists bears fruit. 

The full outline of the danger facing 
Hongkong's export industries became clear 
in early November when the US Interna- 
tional Trade Commission (ITC) launched a 
formal investigation of charges by a US trade 
group that Hongkong manufacturers — as 
well as those from Taiwan and South Korea 
— were selling synthetic-fibre sweaters 
below cost on the US market. In March, the 
EC Commission had launched a similar in- 
vestigation against Hongkong’s denim cloth 
makers. 

These moves followed closely on the 
heels of half-a-dozen other EC anti-dump- 
ing investigations against Hongkong cover- 
ing audio and video cassette tapes, small- 
screen colour TV sets, photo albums, and 
even tungsten ores and silicon metals trans- 
shipped from China. So far action has been 
taken in only one case: earlier this year puni- 
tive duties of up to 21.9% were levied 
against Hongkong video cassette tape mak- 
ers. Hongkong’s sales of cassette tapes to EC 
markets have dropped sharply since then. 
Denim sales have not yet felt any impact, be- 
cause manufacturers are still shipping or- 
ders received before the dumping action 
was brought. 

Have Hongkong-based manufacturers 
recently changed their commercial practices, 
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forcing European and American lobbies to 
respond with a flurry of anti-dumping 
cases? Not very likely. What seems more 
likely is that, having discovered that cur- 
rency revaluations and souped-up trade 
bills did not address the fundamental ques- 
tion of industrial competitiveness, US and 
European industries are casting about for a 
new silver bullet. 

One irony is that the moves against 
sweater and denim imports by the US and 
the EC affect products that are already 
tightly controlled by import quotas specifi- 
cally aimed at protecting domestic manufac- 
turers. Last year, Hongkong used up 98.576 
of its synthetic sweater allotment for the US 
market and about 90% of its EC denim 
quota. For sweaters, this means effectively 
full quota utilisation; for denim, the rate 
would have been higher but for individual 
EC country quotas, which block foreign 
suppliers from switching shipments to 
where unfulfilled demand may be. 

The point is, Hongkong firms are already 
selling virtually the full amount allowed by 
volume, so it defies logic to say they are 
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Textile factory: joint attack. 


dumping. In fact, the only way companies 
can increase their sales revenues is by raising 
unit prices — not by dropping them, as the 
US and EC industry groups allege, in order 
to unfairly grab market share. 

Hongkong trade officials are happy to 
point out that what is being demanded by 
groups like the US National Knitwear and 
Sportswear Association — which brought 
the latest complaint — amounts to a third 
level of protection. Not content with mere 
quotas and tariffs, as at present, they also 
want special duties to punish Hongkong 
manufacturers for still being able to com- 


pete. 
FAR EASTERN ECONOMIC REVIEW 


S3AWH QIAwG 


An additional concern is that the inves 
tigatory process in both the US and the EC 
seems stacked against the "defendant." 
When the rrC launched its investigation of 
Hongkong's sweater imports, the six ric 
commissioners voted unanimously, despite 
what the agency's vice-chairman called the 
“lack of information" provided by US man 
ufacturers. Of 150 US companies polled by 
the ITC, only 17 had bothered to return ques- 
tionnaires detailing how they were being 
hurt by East Asian imports. 

Also at issue are differing definitions of 
what constitutes dumping. It is generally 
defined as selling to export markets at below 
fair value, especially by companies benefit- 
ing from high profits in a protected, home 
market. But many Hongkong exporters 
have little or no sales at home, making it dif- 
ficult to determine a fair price. 

This leaves plenty of room for argument, 
as alternative methods of determining an al- 
leged dumping margin must then be em- 
ployed. These include a comparison with 
third country sales, or an arbitrary “con- 
structed" domestic Hongkong price based 
on ex-factory costs plus 18%. This includes a 
presumption that an exporters' sales are all 
priced alike. But in the real world, com- 
panies charge differently for different cus- 
tomers, according to the nature of the re- 
lationship, size of the order, and so on. 

Hongkong is supporting efforts by 
Japan, South Korea, Brazil, and Switzerland 
at Gatt to tighten anti-dumping codes, par- 
ticularly to require stiffer rules of evidence 
for injury. At present, the rules are vaguelv 
drawn, allowing member countries latitude 
in implementing national regulations. 

Such efforts could well prove a two- 
edged sword, however. Although a govern- 
ment official hastened to describe the effort 
as a Hongkong initiative, Hongkong might 
not benefit from being lumped together 
with countries which do indeed protect 
domestic industries. 

In any case, Hongkong may not have 
long to wait for some word on its fate. Under 
the expedited timetable laid down by the 
1988 Omnibus Trade Act, which calls for a 
two-track investigatory process by the US 
Commerce Department and the ITC, the de- 
partment could order the US Customs Ser- 
vice to begin collecting provisional duties as 
early as March 1990. The EC Commission's 
one-year time limit on investigations will 
also expire in the same month, though com- 
plications — such as the difficulty in inves- 
tigating Hongkong's myriad small com- 
panies — could extend the process some- 
what. a Carl Goldstein 
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THE SAIGON 
FLOATING HOTEL 





HO CH! 


FROM THE PARK 


OUAYSIDE AT HERO SQUARE 


LITY HAS 
HOTELS. 


With the facilities 
& luxury business travellers 
are accustomed to throughout 
Asia, the deluxe Saigon 
Floating Hotel is quayside 
at Hero Square, right in 
the heart 
of the city. 
The city's 
new business 


and social 





centre, the 
hotel is surely destined to 
become one of Asia's top 
hotels. 

It offers 200 fully 
appointed deluxe air condi- 
tioned rooms, which even 
include satellite TV and hotel 
purified drinhing water. 

There is B 
the most 
comprehensive 
Business & 


Meeting Centre 





of any hotel in the city, 
operating 15 hours every day 
with secretarial services, 
interpreters, international 
telephone, fax & telex and 
use of personal computers. 
Meetings for up to 200 
people can be staged, with 

a full range of audio visual 
equipment. 

Guest facilities include 
two inter- 
national 
standard 
restaurants 
... The 
Oriental Court and The 
Verandah... the Down Under 
discotheque, two bars, 24-hour 
room service, saunas & gym. 
And from early 
1990, a swimming 
pool & tennis court. 

As the staff 


are graduates of our 





ONE OF 





own hotel training school, 
the level of service is assured. 
They are directed by General 
Manager Patrick Imbardelli 
of Southern Pacific Hotel 
Corporation, the South 
Pacific's leading hotel 
group which operates 
over 40 hotels in 
Australia, New Zealand, 
the South Pacific, 
Malaysia and Thailand. 
Reservations may be 
made direct with the hotel, 
your airline, 
Delton 
Reservations 
in Asia, or 


through your 





travel agent. 


THE SAIGON FLOATING HOTEL: QUAYSIDE AT HERO SQUARE. 1A ME LINH SQUARE, HO CHI MINH CITY, VIETNAM. 
TEL: 84.890783 FAX: 84.809784 TELEX: VT812614 HOTL. MAIL: PO. BOX 752, HO CHI MINH CITY 





The Parkroyal Collection features fine hotels 


In Australia: Sydney (3) * Manly * 


Parramatta * Melbourne * Adelaide 


* Canberra * Perth * Brisbane * Gold Coast * Cairns. In New Zealand: Auchland * Christchurch * Wellington * Queenstown. 


In the South Pacific: Tahiti * 


Moorea. Malaysia: Kuala Lumpur * 


Penang (opens 1990). Vietnam: Ho Chi Minh City 
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Conductors set slow tempo 


appearance of the first, sensational re- 
ports about a new class of “high tem- 
perature” ceramic superconductors gal- 
"anised the scientific world into a frenzy 
Mf activity. Since those heady days, how- 
ver, there has been little sign of dramatic 
"»rogress towards the goal of practical appli- 
ations for the new materials. 

Superconductors differ from ordinary 
»onductors such as copper in that they allow 

—»lectric current to pass through them with- 
»ut heat-producing losses. A very handy 

—»roperty, but one which has been severely 

—estricted in application by the need to chill 
'onventional — metal — superconductors 

lose to absolute zero in (expensive) liquid 
»elium in order to make it happen. 

Although ceramic superconductors were 
liscovered by two IBM researchers at the 
'ompany's Zurich laboratories, it was Paul 

“hu, a Chinese-born scientist at the Univer- 
wwity of Houston, who first demonstrated 
—*hat the materials could be persuaded to 
ork at the relatively higher temperatures of 

cheap) liquid nitrogen. 

Chu's results, and the prospect of im- 

ving upon them — of bringing super- 
zonductors up to the point where they could 

wedispense with cooling systems entirely — 
sent scientists all over the world scurrying to 
their benches. 
Nowhere was the excitement higher 
in Japan. One reason enthusiasm ran 
igh was that researchers at the University 
[Sof Tokyo had been among the first to con- 
o IBM's results. This time, for a change, 
the Japanese were right on the heels of the 

rest of the world. Not only that, but Japan- 

ese companies had probably had more ex- 
perience with conventional superconduc- 
tors than their counterparts elsewhere. Cor- 
porate Japan responded to the challenge by 
pouring resources into superconductor re- 
search 

The applications envisaged for the new 
materials fall basically into two categories. 
Bulk superconductors would be used 
among other things to transmit power, to 
drive magnetically levitated trains, and to 
generate the huge magnetic fields needed 
by some medical imaging systems. Thin- 
film superconductors by contrast would be 
used to make faster electronic microcircuits 
and sensitive monitoring devices. 

The race to come up with materials suita- 
ble for such uses quickly took on a highly po- 
litical complexion. Both the US and Japan 
view high-temperature superconductors as 
a test of their technological prowess. In pur- 
suit of the pole position, both countries have 


I t is now just under two years since the 
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been putting together purpose-built re- 
search organisations. 

On the Japanese side, there is the Minis- 
try of International Trade and Industry- 
funded International Superconductivity 
Centre. On the US side, in a conscious at- 
tempt to ape Japanese-style research collab- 
oration, IBM, AT&T Bell Laboratories and the 
Massachusetts Institute of Technology in 
May formed the Consortium for Super- 
conducting Electronics; in July, Hewlett 
Packard, DuPont and Los Alamos National 
Laboratory followed suit with their own 
consortium. 

Of course, whether the US has the pa- 
tience to emulate the Japanese virtue of tak- 
ing the long-term view remains to be seen. 
Ultimately, the winners in the great super- 
conductivity stakes — if there are any — will 
be the ones who can stay the course. 

Although the total number of scientists 
currently working on superconductivity ap- 
pears to be about the same (about 500 





significant differences in their respective 
strengths and areas of interest. Most obvi- 
ous is the distribution of researchers: in the 
US, most superconductor specialists work 
in universities; whereas in Japan, most work 
for companies. 

How the new superconductors do their 
stuff is not well understood, but US re- 
searchers appear closer to coming up with 
an explanation for the mechanism. There is 
also, by all accounts, better coordination in 
the US between government laboratories, 
universities and industry than in Japan, 
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where boundaries between institutions in 
different sectors remain high. 

But theory is not essential to develop 
working devices and the Japanese have 
been drawing upon their skills as material 
fabricators to perform the extremely difficult 
task of synthesising crystals of the new 
ceramics. Their success with crystal grow- 
th turned a group of US superconductor 
specialists who visited Japan earlier this year 
green with envy. The ability to make better 
crystals is important, because it gives the Ja- 
panese the edge in determining what appli- 
cations the materials are best suited for. 

A final difference is that the Japanese ap- 
pear to be concentrating on bulk applica- 
tions, es in relation to the long- 
cherished national goal of levitated trains, 
whereas the US is principally targeting thin- 
film uses for the materials. 

One reason for the Americans’ bias is 
that researchers have run into an unex- 
pected snag that affects the ability of ceramic 
superconductors to carry high currents in a 
strong magnetic field (a condition intrinsic to 
many of the large-scale applications for the 
materials). Known as “flux creep,” the prob- 
lem is that the warmer the temperature of 
the material, the more the magnetic lines of 
flux within it tend to drift, impeding the flow 
of current. So much for room temperature 
superconductors? 

The problem of flux creep may not be in- 
superable. In a recent paper published in 
Nature, researchers at Bell Laboratories re- 
vealed that using a sample with artificially 
induced creep-preventing (flux pinning) de- 
fects, they had achieved a very high current- 
carrying capability. But the Bell scientists 
concede that the technique they used to im- 
plant the defects — neutron bombardment 
— is not a practical one for production pur- 


Thin-film applications are thus more 
likely to see the light of day before bulk ones 
do. In thin films, flux creep is not a problem; 
nor do they have to be processed into wires, 
a tricky proposition with brittle ceramics. 

The obstacle with thin films is laying 
them down smoothly enough — a recent 
survey of Japanese researchers concluded 
that using current technology, films still 
have 100 times more bumps and pits than 
will be required. (But of the three techniques 
used to form thin films, Japan is reckoned to 
have the lead in two.) 

The same survey estimated that it would 
be 10 years before the first crude devices 
made of ceramic superconductors appear, 
and more like 20 for anything more sophisti- 
cated, E Bob Johnstone 
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Reform in Eastern Europe offers opportunities and challenges to Asta 


The East is ready 


Europe. This, says the experts, is 

the essence of the dramatic political 
developments taking place at breakneck 
speed in Eastern Europe. The reforms are 
apparently irreversible, and of global signifi- 
cance. 

For the more advanced and dynamic 
Asian countries, the economic changes 
which will go hand in hand with political re- 
form in the East bloc suggest new horizons 
for trading and investment. For the less de- 
veloped, they imply a possible shift away 
from Asia in West European manufacturing 
investment. 

The EC has seized the initiative in coor- 
dinating Western aid to Eastern Europe, in- 
tent on drawing the region into a new, great- 
er European entity which would have major 
political and security, as well as economic, 
significance. 

The EC — already in the process of weld- 
ing itself into a single market of 320 million 
people (REVIEW, 5 May ’88) — wants to em- 
brace as many as possible of the 140 million 
people of Eastern Europe, not only to di- 
minish the role of the Soviet Union but also 
to enhance its own power relative to the US 
and the Japan-led powers of East Asia. 

. The effect, according to Wolfgang Hei- 
senberg at the Centre for Euro- — 
pean Policy Studies, will be to 
enhance the current interna- 
tional trend towards "regional 
integration and stronger com- 
petition between the larger re- 





gions”  — Europe, North 
America and Asia. 
The speed of change in East- 


ern Europe, and in the Soviet 
Union, is so rapid that analysts 
are changing their predictions 
of the eventual outcome almost 
daily. 

But Richard Davy; editor of 
New Europe, a London-based weekly, is cer- 
tain that “the Russian empire in Eastern 
Europe is finished and in the long term, 
these countries will become part of the 
Western European economy.” But it will be 
a "turbulent process,” he adds. It could pos- 
sibly even lead to civil war in the Soviet 
Union as it struggles with the problems of its 
Baltic states — Latvia, Lithuania and Estonia 
— and with its dissident Muslim minorities. 


84 


Eastern Europe's trade partners* 


Heisenberg insists that the belief that all 
this change means the “end of socialism in 
Eastern Europe” is misguided. “This is only 
true if you talk of extremely dogmatic forms 
of socialism and Marxism. Socialism will re- 
main valid as a general political concept and 





On other pages | 


will be pursued by a large part of the political 
élites in Eastern Europe.” 

The manner in which economic change 
is managed in the wake of these political de- 
velopments is critical to whether reform will 
survive, or whether renewed. authoritarian 
rule will be seen as the only alternative to 
chaos. It also bears fundamentally on oppor- 
tunities Asian or other traders and investors 
will have to exploit in Europe. 

Ljubo Sirc, who set up the Centre for Re- 
search into Communist Economies, based at 
Glasgow University in Britain, pointed out 
several years ago, that "everything in East- 
em Europe was on the brink of disaster." 

His predictions were borne out as far as 
its constituent economies where concerned, 
with acute food shortages, failure to meet 


production targets, mounting external im- 
balances and a foreign-debt burden which 
now costs Hungary 45% of its hard-currency 
earnings to service and is hitting Poland 
hard too. | 

Sirc argues that as Marxism provided 
no detailed blueprint of how a communist 
economy should be run, the Soviet system 
reflects the ideas of Lenin and Stalin that the 
economy should be based on the "three pil- 
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lars" of state ownership of the means of p 
duction, central planning and a concent 
tion on heavy industry. 

The bankruptcy of these ideas has re 
bed the communist party of its esseni 
legitimacy, not only in the Soviet Union E 
also throughout Eastern Europe. The k 
question is whether the transition from 
centrally planned, state-owned economy 
something approaching a market econor 
is possible. China toyed with market forc 
in agriculture and small business but stc 
ped short of essential ownership reforr 
where the major areas of state activity c 
concerned. Peking also took fright at the i 
flationary impact of necessary price reform 

Eastern Europe, unlike China, is moviy 
down the road of political reform in paral 
with — or even ahead of — economic 1 
form, something which gives rise to hop 
that the reforms there will go further ar 
faster than in China, though a major politic 
backlash cannot be entirely ruled out. 

The required reforms are formidat 
nevertheless. As one East European sour 
within Gatt puts it: "What we are talkir 
about in these countries is not structur 
adjustment but total conversion of tl 
economies." 

Nothing less than the dismantling of tt 
state monopolies which dominate produ 
tion and trade throughout Eastern Europ 
will be required in order to ensure great 

: competition and efficiency, ar 
to ensure that suitable inpu 
are available for new indu 
tries. 

This means that a gre 
deal of Western financial ar 
food aid will be needed not ju 
to fill the gap caused by n 
organisation of agricultur 
production but also to finan 
the massive structural adjus 
ment in industry. Both the E 
and the US have already pron 
ised aid, and Hungary : 
negotiating with the IMF. Bt 
much more is required. 

50 far, Japan is perceived as being slow t 
come forward and assist Eastern Europe 
not only with financial aid but also with o! 
fers matching those of Britain, for instance 
to train managers to take over enterprise 
from communist cadres. Hungary and Pc 
land are both well endowed with academi 
economists but lack skilled business mana 
gers and administrators. 
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Japan’s role in direct investment in East- 
m Europe is likely to prove critical. Accord- 
mg to Harriet Matejka, of the Graduate 
entre for International Studies in Geneva, 
‘tere are now more than 1,000 industrial 
int ventures with foreigners in the Soviet 
Moc compared with only eight in 1980 — but 
ne vast majority of these are in the Soviet 
Jnion itself. Few are believed to be of Asian 
rigin, though reliable statistics are hard to 
some by. 

Sirc believes that “without foreign in- 

'estment, nothing will happen" in Eastern 
Europe. Yet, as an official at the Geneva- 
mased UN Economic Commission for Europe 
wsked: “The question is, how do you make 
int ventures survive?" 

There is little point in foreign investors 

‘om East Asia and elsewhere establishing 
»lants for the manufacture of the hi-tech 
»roducts which Eastern Europe is anxious to 
scquire, if neither the basic inputs and raw 
materials nor the marketing skills are availa- 

le. Such ventures are likely to become 
white elephants rather than "islands of effi- 
"ency." 

A number of options are being consi- 
fered in the West to overcome this. They 
ange from a plan proposed by consultants 
arthur Andersen for groups of foreign in- 
estors to take over and develop entire re- 
gions in Eastern Europe, to more modest 
»roposals put forward by US consultants 
*lanEcon Inc. for coordinated vertical inte- 
gration or clusters of foreign investments. 


apan, despite possessing the finan- 

cial, industrial and marketing skills to 

make such self-sufficient investments 

(through its sogo shosha trading com- 

ies and industrial-financial conglomer- 

ates) has not come forward with any similar 

schemes for Eastern Europe, analysts point 
»ut. 

Some East European sources suggest 
that Japan and other East Asian countries 
should find Eastern Europe attractive for re- 
iocating hi-tech "sunrise" industries because 
X the high level of education among the 
»opulation — especially in Hungary, Po- 
and, East Germany and Czechoslovakia — 
and the relatively low wage levels. 

Statistics for comparative wage rates 
n Eastern Europe are unreliable, but one 
source at the EC suggests that labour costs 
n the region for "relatively skilled labour" 
probably average US$1-2 an hour. 

According to Sirc, the rate for blue-collar 
workers in Yugoslavia is around US$300 a 
nonth and for managers about US$500. The 
weed to account for special provisions such 
as housing (not to mention the non-conver- 
ibility of Eastern-bloc currencies) compli- 
"ates such calculations. 

South Korean companies have also been 
slow so far to follow up the lead given by 
eir government in establishing diplomatic 
jes with Hungary in 1988, though the mo- 
ives for this move are seen in Europe as 
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being largely political — to outmanoeuvre 
North Korea. Taiwan has no known manu- 
facturing presence in Eastern Europe. 

Formal investment codes detailing tax 
concessions and other incentives for foreign 
investors are likely to appear before long in 
Hungary, and in Poland. They are most 
likely to favour areas of relative high tech- 
nology rather than traditional industries 
such as textiles and footwear, in which less- 
developed Asian countries are already more 
competitive in cost terms than Eastern 
Europe. 

A London-based official of the Japan Ex- 
port Trading Organisation (Jetro) indicated 
that Japanese businessmen regard Eastern 
Europe as "still a risky area for investment" 
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and that they have been influenced in this 
view partly by their chastening experiences 
in China. 

Japan's principal sogo shosha have offices 
in various Eastern European capitals 
through which they buy raw materials such 
as coal and non-ferrous metals plus some 
capital goods, but according to Jetro the pro- 
fitability of these operations has been low in 
recent years, partly reflecting high costs. Ja- 
panese businessmen are “not interested" in 
establishing the joint ventures which the 
Soviet side wantsin areaslike machinery and 
hi-tech electronics. 

"Much the same applies to Eastern Euro- 
pean countries," an official explained. "One 
problem is lack of hard currency and 
another is labour productivity. Also, the 
market is not big enough." Non-Japanese 


FAR EASTERN ECONOMIC REVIEW 


sources suggest, however, that Japan's at- 
titudes will change once Eastern Europe is 
seen as a “backdoor for the EC and Efta 
[European Free Trade Association |." 

For the moment, Japan's priority, accord- 
ing to Jetro, is to establish more maufactur- 
ing capacity in Western Europe, which at 
present accounts for less than 10% of Japan's 
total overseas direct investment, compared 
with 48% in the US and 27% in Asia. 

Jetro nevertheless regards Hungary most 
favourably among the East European coun- 
tries, largely because of its now-open border 
with Austria, which is a member of Efta and 
a market of some 30 million people. 

Hungary is talking of applying for Efta 
membership while Austria has applied for 
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membership of the 12-nation EC. In general, 
it will be a long time before the EC will con- 
template admitting Comecon members to 
the EC — though the EC Commission has 
said it would treat East Germany as a spe- 
cial case. Such developments could have a 
major impact on the success or otherwise of 
foreign investments and joint ventures in 
Eastern Europe because access to developed 
markets is vital. 

All the East European states with the ex- 
ception of Yugoslavia are members of Com- 
econ — the Soviet "common market." Yugo- 
slavia, Hungary, Poland, Romania and Cze- 
choslovakia are also members of Gatt. 

An official at the OECD in Paris suggested 
that the next few years could see the prog- 
ressive disintegration of Comecon and in- 
creasingly close ties developing between 
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East EUSAR members and the EC "m 
Efta. 

This is the way things are being seen in 
Brussels too. An official at the EC Commis- 
sion there noted that though the recent 
"joint declaration" by the EC and Comecon 

implied mutual recognition, the EC does not 

regard Comecon as anything like an equal. 
There is no mention of Comecon in the 
agreements the EC has concluded or is 
working on with Hungary, Poland, Czecho- 
slovakia, East Germany and Bulgaria — 
though it is mentioned, at Moscow's insis- 
tence, in the proposed agreement with the 
Soviet Union. 

It seems likely the EC will grant 
Generalised System of Preferences treat- 
ment to a wide variety of East European 
goods in order to soften the impact of the 
EC's common external tariff as well as 
abolishing quantitative restrictions on im- 
ports. This could mean significant access for 
East European products ranging from ag- 
ricultural products to textiles, footwear and 
chocolates in Western European markets. 

Although the EC is bound by interna- 
tional agreements such as the Multi-Fibre Ar- 
rangement, it is clear that political considera- 


tions will be uppermost and that Western 
Europe's eastern neighbours could get more 
favourable treatment than producers else- 
where. 

At first glance, this appears to threaten 
Asian suppliers, but the enhanced access 
Eastern Europe will have to the EC, and 
probably Efta too, provides an added incen- 


. tive to East Asian manufacturers to establish 


manufacturing joint ventures in Eastern 
Europe. 

The impact upon less developed Asian 
countries of what is happening in Europe 
could be considerable. Apart from any in- 
creased concentration by Japan, South 
Korea and Taiwan on the European market 
— at the expense of their offshore manufac- 
turing operations in Southeast Asia — there 
is a strong. possibility of West European 
companies stepping up investment in East- 
ern Europe, again at the expense of invest- 
ments in Southeast Asia and elsewhere. 

This is especially likely in the case of 
West Germany, which already regards East 
Germany as part of its economic hinter- 
land, with companies such as Volkswagen 
and Siemens having parts and components 
made ‘there, and at least one West Ger- 
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Western investors favour reformist Hungary 


Forint investment 


currently undergoing radical change, 

Hungary and Poland are likely to be 
the principal targets for outside aid and in- 
vestment, at least until economic reform 
catches up with political reform in East Ger- 
many and possibly Czechoslovakia. Yugo- 
slavia, already largely independent of Soviet 
influence, will also be favoured. 

HUNGARY is commonly acknow- 
ledged to be thé most liberated of East Euro- 
pean countries — in terms at least of its 
economy. The reform programme there 
began 20 years ago and, despite interrup- 
tions, has developed to the point where the 
ruling communist party is no longer respon- 
sible for day-to-day management of the 
economy. 

Hungary has an open border with Au- 
stria (with which it has been closely linked 
since the days of the Austro-Hungarian em- 
pire) and is nowadays almost completely 
open to visits from, and commerce with, 
outsiders. Further economic reform, includ- 
ing freeing the labour, capital and commod- 
ity markets, have been promised. 

The country has also attracted the most 
significant amounts of Western investment 
to date. The government in Budapest of- 
fered some 50 Hungarian enterprises for 


mong the East European countries 


sale in 1989. So far the biggest transaction 
has been the sale of a stake of just under 50% 
in lightbulb manufacturer Tungsram to a 
banking consortium headed by Austria's 
Girozentrale, for US$110 million. 

The prospectus for the recently launched 
Emerging Eastern Europe Fund (REVIE 
SHROFF, 19 Oct.), which will invest part of 
its US$200 million funds in Hungary, 
suggests that Australia's Alan Bond is in- 
terested in acquiring a stake in Hungary's 
Kobanya Brewery and that stakes in the 
Lenin Steelworks will also be on offer. 

A US$50-100 million fund for investment 
in Hungary is being put together by Cana- 
dian-Hungarian businessman Andrew Sar- 
los with the backing of Bear Sterns in New 
York. There is also the Hungary Fund 
launched by New York financier George 
Soros. Italy’s Instituto Bancario Sao Paulo di 
Torino has bought a 25% stake in Interbank 
in Budapest and Price Waterhouse has es- 
tablished a joint venture there too. 

Hungary has a fledgling securities mar- 
ket, founded in 1982, where some 314 bond 
issues have been made by financial and in- 
dustrial enterprises. In September, the Hun- 
garian software firm Novotrade made a suc- 
cessful issue of shares through Austria's 
Girozentrale. 
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man manufacturer churning out shoes 

As Matejka points out, the Germar 
have historic ties going back for centurie 
with most of the East European countrie 
and German is widely spoken throughout 
the region. "If a West German manufacture 
sees an investment opportunity in, sav 
Thailand and one in Czechoslovakia and th 
rate of return seems equal then it is obvioui 
which he would take," she said. 

Sirc agrees and suggests that the Germa: 
(as well as Austrian) manufacturing pre 
sence will be stepped up in Yugoslavia toc 
which will also benefit from increased ir: 
vestment from Britain and France. "Hur 
gary, Poland and Yugoslavia could welcom: 
Japanese or South Korean investment as . 
counterweight to the German presence," h 
suggests. 

Strong cultural links, geographical prc 
ximity and the existence of an educated la 
bour force in Eastern Europe, albeit unuse 
to Western business disciplines, are cited a 
other factors. Much depends, though, o 
how the wider liberalisation of the Eas 
European economies develops, in terms o 
freeing up resources and forging "M 
links with the West. 


Despite the non-convertibility of th 
Hungarian forint and though foreigners ar 
not yet permitted to hold the bearer share 
issued in Hungary, Girozentrale was able t 
devise a formula whereby it buys beare 
shares in Hungary and then converts ther 
into registered shares. Foreign buyers the 
receive (bearer) certificates carrying d 
vidend and voting rights. 

This is expected to be a forerunner of fur 
ther share issues on behalf of Hungarian en 
terprises and may provide a model for fu 
ture issues by entities elsewhere in Easten 
Europe. 

Hungary’s “net material product” is esti 
mated at F95,328 (US$1,891) a head. (Ne 
material product differs trom Western mea 
sures of GNP in that it excludes income fron 
all services which are not directly related t 
physical production. It also excludes depre 
ciation.) 

POLAND has achieved a remarkable de 
gree of political reform in recent months 
culminating in an administration represent 
ing the Solidarity trade union movement a 
well as the communist party. 

The Polish economy, though, is in tat 
ters. Inflation is running at an annual rate o 
about 100%, there is constant labour unres 
in key industries, food is in short supply anc 
consumer goods are very scarce. Poland ha 
received promises of West European anc 
US food and financial aid and is negotiatin; 
a debt rescheduling pact with the Paris Club 

A crash economic reform programm: 
calls for tight control over money supply 
the ending of subsidies and introduction o 
full convertibility for the Polish currency, th: 
zloty. 
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Apart from foreign aid, direct investment 
m overseas is seen as essential to Poland's 

nomic recovery (even survival) and its 
mparative advantage in terms of a skilled, 
t inexpensive, labour force is stressed in 
is respect. National income is about 
5$1,880 a head. 


the German 
:9emocratic Republic (GDR) — is probably 
me most efficient of the East European 
aconomies, despite rather than because of 
"me repressive political system. 
The two Germanies, the GDR and the 
(Vest) German Federal Republic, have 
maintained close economic links across 
e "iron curtain" separating them, partly 
hanks to former chancellor Willy Brandt's 
ostpolitik or policy of rapprochement. 
—— Apart from West German manufacturing 
investment in the GDR, Bonn has provided 
"other half" with annual "swing credits" 
af DM 5 billion (US$2.7 billion) to help fi- 
waance East Germany's trade. 
. More akin to aid than credits, these 
nds have helped East Germany avoid the 
reign- -bank debts with which other East 












European countries are now struggling. 


West Germany considers East Germany 
very much part of its own domain and, with 
travel between the two Germanies now free, 
plus serious talk of reunification, it seems in- 
evitable that West Germany will step up its 
investments in the GDR. 

This may limit the scope for outside 
(non-German) investors, from Asia or 
elsewhere. But there is the view that the 
country is a fairly attractive target for 
manufacturing investment because produc- 
tivity is not far short of that in West Ger- 
many. 

CZECHOSLOVAKIA has also man- 
aged to retain a relatively high degree of in- 
dustrial productivity, though in other re- 
spects this once-prosperous industrial so- 
ciety has fallen badly behind. 

It has suffered severe political repression 
since the Soviet invasion in 1968, which has 
affected the economy. According to Milos 
Zeman, head of the department for forecast- 
ing at the Economic Institute of the Agri- 
cultural and Food Complex in Prague, 
Czechoslovakia has dropped from 10th to 












ven if Asian investors decide it might 
pay to get more involved with East- 
ern European trade and investment, 
here is another question to face — in what 
currency does it pay? 

The disincentives to foreign investment 
lin the Eastern bloc countries at first appear 
pormidable. Their domestic markets for con- 
sumer goods are underdeveloped, held 
ack not only by minimal purchasing power 
Dut also by lack of hard currency. | 

The Soviet Union and its East European 
^eighbours are lumbered with currencies 
¿which no one else wants, and though the 
East European group (not the Soviet Union) 
enjoys a modest overall trading surplus with 
che West, this is offset by very large hard- 
currency debts. 

However, officials from Gatt and the 
OECD suggest that proposed reforms, under 
which the US dollar would be used to 
imediate transactions within the East bloc 
xould open the way to considerable in- 
icreases in both trade and investment. 

It is hardly likely that East European cur- 
irencies are going to accepted as convertible 
in the foreseeable future, despite hopes of 
khis in Poland. Full convertibility would de- 
mand fundamental reforms to make true 
costs and prices more transparent, as well as 
iother conditions such as the removal of ex- 
change controls. Introduction of US dollar 
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Tast bloc trade may be mediated by US dollar 


eplacing the rouble 


settlement among Comecon members is 
much more feasible, and is under discussion 
in government and academic circles both in 
the Soviet Union and in various East Euro- 
pean countries. It is an idea which would 
have large-scale ramifications. 

One of the pillars of post-war economic 
cooperation within Comecon was that the 
Soviet Union would provide its East Euro- 
pean satellites with relatively cheap raw 
materials and energy while in return they 
would supply agricultural produce, machin- 
ery and consumer goods. 

In the absence of internationally accepted 
Puer for these goods, imports and exports 

are valued in Transferable Roubles (TRs) — a 


East bloc's debt burden 
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40th in the world in terms of overall eco- 
nomic development. The currency unit is 
the krona. 

BULGARIA became a Gore site 
people’s republic in 1947. Todor Zhikov 
took power in 1954 and remained head of 
the communist party until 12 November 
when he stepped down, apparently “per- 
suaded to go” by the Soviet Union. 

The country is relatively highly indus- 
trialised, with industry accounting for 60% 
of national output. Chemicals and electrical 
equipment are among the principal manu- 
factures. It has a substantial trade surplus 
with the Soviet Union but its external inde- 
btedness has grown sharply, to reach some 
US$6 billion. 

On the positive side, citizens are allowed 
to set up businesses and there are a number 
of joint ventures between local and Western 
interests. Foreign trade has been substan- 
tialy liberalised and foreign-currency ex- 
changes have been set up. The workforce is 
quite highly skilled. Average annual income 
is just under L3,000 (US$3,350 at the official 
rate). a 


unit of account rather than a currency. But 
trade levels are pre-determined and one 
country cannot automatically spend its TR 
surpluses with another. "Forget the TR — 
this is straight barter,” one Gatt source com- 
mented. 

Hungary, which has made more pro- 
gress towards economic reform than any 
other East European country, was the first to 
press for a change in the settlement system 
when the value of Soviet oil exports fell in 
line with international prices, thus improv- 
ing Hungary’s terms of trade with the Soviet 
Union and enabling it to build up virtually 
useless surpluses of TRs. 

Now a new system is being considered 
which could affect not only trade between 
the Soviet Union and Hungary but also with 
Poland, East Germany, Czechoslovakia and 
perhaps Bulgaria and Romania too. If this 
means a farewell to the internationally use- 
less TR, trade with Asian and other countries 
could also benefit. 

Put simply, under the new system the 
Soviet Union would sell more of its raw 
materials — oil, timber and other primary 
products — into Western markets and use 
the hard-currency receipts to pay, in part at 
least, for its imports of produce and manu- 
factures from Eastern Europe. The East 
European countries could then in turn use 
the dollars to import more from the outside 
world, 

According to one Gatt source: “Most pro- 
ducts delivered by the USSR to Eastern 
European countries are easily exportable to 
other [Western] countries in return for con- 
vertible currencies, whilst the products ex- 
ported by Eastern European countries are 
not in the same position.” 

This is because East European manufac- 
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tures tend to be of too poor quality to com- 
pete in Western markets, while agricultural 
exports, from countries such as Bulgaria and 
Hungary, run up against protectionist bar- 
riers in the West. 

The main attraction for the Soviet Union 
in shifting to dollar accounting is that it 
might help to reverse the recent deteriora- 
tion in its terms of trade with Eastern 
Europe..In addition, selling its raw materials 
to the West, rather than tying them up in 
Comecon barter deals would help with a re- 
cent decline in Moscow’s trade balance with 
the West. In 1987 the Soviet Union enjoyed a 
US$1 billion trade surplus with the West, 
but this is believed to have swung to a US$2 
billion deficit in 1988 as terms of trade de- 
teriorated. 

. One area where the Soivet Union could 
improve its trade is with Japan — like much 
of the rest of the world, the Soviet Union is 
running a deficit with Japan, estimated at 
US$1 billion in 1988, according to the UN 
Economic Commission for Europe in 
Geneva. Japan is especially hungry for alter- 
native sources of energy. (However, not all 
Soviet raw materials could be sold to the 
West — any switch in customers for Soviet 
energy would be limited by the investment 
already made in oil pipelines and electricity 
lines to Eastern Europe.) 

The Soviet Union sends a good deal of its 
raw materials to developing countries and 


though it enjoys a nominal surplus on this 
trade it is rarely paid for in hard currencies. 
Any reduction in this (largely politically 
motivated) trade could also aid its balance of 
payments. 

Meanwhile, Eastern Europe as a whole 
had an estimated US$2 billion surplus with 
the West in 1988, reflecting mainly improve- 
ments in its trade with the EC and modest 
surpluses with North America. However, 
Eastern Europe's trade with Japan is in mod- 
est deficit. Improvement in this balance will 
depend on Eastern Europe's ability to suc- 
ceed in Western markets more than on re- 
forms in intra-Comecon trade. 

The introduction of dollar settlement 
could, in time, have the effect of reducing 
the amount of intra-Comecon trade, in rela- 
tive if not absolute terms. And Comecon 
mutual trade in arms is likely to fall as rela- 
tions with the West improve, reinforcing 
this effect. 


t present this intra-trade makes up 
JA ss 58% of the group's total trade 

(by value) while trade with Western 
Europe accounts for around 22%, Asia for 
some 8% and Latin America for 6%. 

Some economists fear that East Euro- 
pean countries would suffer a sharp deterio- 
ration in their terms of trade from a change 
in the settlement basis. "Why should the 
Soviet Union buy consumer goods in dollars 
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Seoul uses economic power to strengthen ties 


Bloc buying 





By Mark Clifford in Seoul 


hen dissident South Korean pas- 
W tor Moon Ik Hwan gave North 

Korean leader Kim Il Sung a com- 
radely bear hug in March, it was bad news 
for a group of South Korean businessmen 
who were planning a trip to the Soviet 
Union. The trip, scheduled for April, was 
postponed indefintely after a conservative 
backlash against Moon's unauthorised trip 
to Pyongyang. 

The brouhaha over the Federation of Ko- 
rean Industries planned Soviet visit was yet 
another demonstration that it is politics, not 
economics, which is driving South Korea's 
trade relations with the Soviet Union and 
Eastern Europe. The domestic political cli- 
mate in South Korea and, above all, the pace 
of reforms in the Eastern bloc, will deter- 
mine how quickly economic ties grow. 

Government officials and independent 
analysts in Seoul are confident that the 
opening in the East bloc will work to South 
Korea's political and, eventually, economic 














advantage. They note that South Korea's 
level of technology is appropriate for setting 
up factories in Eastern Europe and the 
Soviet Union, though the more sober con- 
cede that political turmoil may mean these 


Seoul strengthens trade ties : 
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from Hungary when they could buy 1 
same in, say, Hongkong for lower price 
one Hungarian expert asks. 

However, while the Soviet Union cot 
start buying consumer goods from the W: 
and Asia, it would probably continue bs 
ing its capital goods from East Europe 
suppliers because of the very strong lir 
ages already built up. 

One further advantage to be had frc 
trading more heavily with the non-coi 
munist world is that it could enable t 
Soviet Union and Eastern Europe to avc 
the heavy borrowing, especially from coi 
mercial banks, which they have had to u 
dertake in order to finance their deficits wi 
the West. 

This debt has become a major drag on t 
Soviet Union, Poland and Hungary in pi 
ticular. Even on a net basis (including Sovi 
East European bank financial assets held 
the West) the debt totals around US$100 E 
lion. 

The introduction of dollar settleme 
within Comecon could also improve tl 
direct investment climate for foreigne: 
by providing increased  hard-curren. 
surpluses among domestic consumers. B 
the direct investment equation is affecte 
more in the long term by factors such as } 
bour and other costs and the success of Ea 
European countries in gaining access 
Western markets. B Anthony Rowle 


economies may get worse before they œ 
better. 

South Korean officials gleefully proclais 
that the tide of history is on their side an 
that the changes sweeping Eastern Europ 
will mean diplomatic recognition for Seot 
sooner rather than later. On 1 Novembe 
South Korea and Poland established form 
diplomatic relations; diplomatic relatior 
with Hungary were established in February 
Seoul has reportedly pledged a US$50 mi 
lion soft loan to Poland, in addition to crea 
ing a US$400 million export-import ban 
facility for future business ventures and ir 
vestments in Poland. 

As for Hungary, a consortium of eig 
private banks has put together a commerci; 
loan package of US$120 million. 

But it is recognition by Moscow thi 
Seoul craves, which officials believe wi 
mean a breakthrough in relations wit 
North Korea — on Seoul's terms. “If th 
[Soviet Union] recognises South Korea, hos 
can North Korea refuse to recognise Sout 
Korea as a sovereign state?" asks Assistax 
Foreign Minister Hong Soon Young. “Th 
motive behind all [our] diplomatic mar 
oeuvres is intra-Korean relationships." 

In fact, the Soviet Union shows no sign 
of rewarding South Korea with diplomati 
recognition soon. South Korea's only bai 
gaining chip is to limit economic ties unt 
diplomatic links are established. 

"The message that we want to get acros 
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to the [Soviet Union] is that we need at least 
a functional consular relationship for eco- 
nomic relations to go anywhere," says 
Hong. The Soviets say that economic rela- 
tions should develop first and that political 
relations will follow naturally. That, says 
Hong, "is not convincing at all." 

Analysts expect trade will grow, though 
from a small base. But direct investment will 
remain limited until formal diplomatic rela- 
tions are established. Trade between South 
Korea and the East bloc has increased 
dramatically over the past two years, but it is 
still a tiny part of South Korea's total trade of 
more than US$120 billion a year. 

Investment in socialist states is likley to 
be limited pending full diplomatic relations 


and the provision of investment guarantees, 
currency convertibility, profit repatriation 
and other arrangements. Until then, one-off 
trade deals, such as Daewoo's shipments of 
cars to Czechoslovakia, are likely to domi- 
nate economic exchanges. 

The International Private Economic 
Council of Korea (IPECK), the quasi-private 
organisation which oversees economic rela- 
tions with the socialist states, says that a re- 
tail fur store run by Jindo Fur (which invest- 
ed US$400,000) is the only investment so far 
in the East bloc. IPECK says that two other 
ventures, with a proposed South Korean in- 
vestment totalling US$95 million, are being 
considered by the Seoul authorities. These 
are a hotel and a bank in Hungary, both 
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Japan holds back on aid proposals 


No eastern promises 





By Charles Smith in Tokyo 
Iz has promised to make an "appro- 





priate" contribution to the international 

relief effort for Poland and Hungary, 
matching its economic strength and its need 
to recycle foreign exchange surpluses. But 
the government has not yet managed any- 
thing specific about the kind or the extent of 
aid it might contemplate. 

This is probably because the budget-con- 
scious Ministry of Finanace (Mor) is battling 
it out with the ministries of foreign affairs 
(MFA) and international trade and industry 
(Miti), both of which see an urgent need to 
announce some kind of aid package. 

Officials are nervous that a failure to an- 
nounce a food relief programme for Poland 
at or before a meeting of the so-called 
"Group of 24" scheduled for 24 November 
could open Japan to criticism. However, the 
rigid budgetary procedures insisted on by 
the MoF make it unlikely that anything can 
be decided by then. 

The MoF's budget draft for fiscal 1990 
(ending 31 March 1991) is not due to be an- 
nounced until the end of December and the 
government has yet to decide whether to in- 
troduce a supplementary budget for the cur- 
rent fiscal year, which might include funds 
for Eastern Europe. A decision on the aid 
question has been delayed because parlia- 
ment has been bogged down for the past 
month by the pachinko scandal, involving 
contributions to political parties by pinball 
saloon operators. 

Officials in ministries which favour help- 
ing Eastern Europe say Japan must contri- 
bute generously not only because of its 
wealth, but also to show that the country 
can take a global view. But there seems little 





or no chance that Japan will decide to match 
the US, which is expected to come up with 
aid offers of US$500-800 million. 

Japanese aid will be less than that of the 
US, not only in absolute terms but also in 
proportion to GNP, one official told the 
REVIEW. This is despite the fact that genero- 
sity towards Eastern Europe might enable 
Japan to put pressure on Western nations to 
give more support to troubled Asian coun- 
tries such as the Philippines. 

A top Miti official told the REVIEW that 
Japan was running well behind almost all 
Western nations in the "race" to announce 
food aid proposals and management and 
technical training schemes for Eastern 
Europe. But officials still hope to catch up at 
the implementation stage. Miti claims that a 
number of countries which have announced 
aid offers have yet to be given parliamentary 
approval for their schemes. Japan differs 
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backed by the Daewoo group. The bigge: 
single commercial order has been for 1] 
cargo vessels that the Soviet Union place 
with Hyundai's shipbuilding unit. 

Other ventures have been propos« 


. most recently a timber venture in th 


Maritime Province by the Hyundai group 
but none have passed the talking stage. R« 
source investments in Siberia are likely t 
take the bulk of the South Korean invest 
ment in the Soviet Union. 

The biggest diplomatic prize in Easter: 
Europe is East Germany, but it has so fa 
spurned South Korean overtures. South Kc 
rean officials say there is little prospec 
that the new government will be any diffe 
ent. I 


from the West, the official explained, i1 
being unable publicly to float aid proposal: 
that have not been submitted to parliament 

Japan will be forced to come up witl 
something specific if Prime Minister Toshik 
Kaifu goes ahead with plans to visit the ares 
in January. But a big package for Poland, in 
volving loans from government banks, wil 
probably have to wait until after Polanc 
reaches agreement with the IMF on the re 
financing of its US$39 billion debt. Japan is 
less embarrassed about being slow on finan 
cial aid than in food aid and managemen 
training programmes because it believe: 
that other nations are also procrastinating. 

Japan's exports to Eastern Europe fell by 
nearly 25% from year-ago levels in the firs 
nine months of 1989, reflecting foreign ex 
change shortages in most countries, but im 
ports rose marginally. Trade with Polanc 
and East Germany fared particularly badly 
with Japan's exports running at only 69% 
and 55% respectively of 1988 levels. 

Private investment by Japanese com 
panies in the region has so far been confinec 
mainly to the service sector, including de 
partment stores and hotels. However, Mit 
and the MFA have announced plans to spon: 
sor a mission to the region by the end o 
1989, 8 
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for addresses and notes, offering an unparalleled compendium of essential 
personal and business data. 


Size:3 1/2" x 6 3/4" (8.75cm x 17cm) Code: 881 
Regular price:US#45 Now: US$13.50 





Matchi 

Slim and elegant in design, this handsome wallet - handcrafted in luxurious 
matching black cowhide leather - has five individual credit card slots, plus two 
billfold pockets and extra compartments for business cards, airline tickets and 
receipts. 


Size: 3 5/8" x 7 3/16" (9.2cm x 18.2cm) Code: 883 
Regular price: US$29-50 Now: US$26.55 









t 
The Pocket Diary in a matching leather wallet, with room for cash and 
credit cards, make a perfect gift for you or your friends. We'll even 
gold-block up to four initials on the front. And, if you re sending 
the diary or wallet as a gift, we can dispatch them direct to the 
recipient and include an elegant gift card in your name, free. 


Code: 885 
Regular price: US$42:50 Now: US$38.25 








ORDER FORM J Please gold-block my initials. Four initials 
(Please return to: Review Publishing Co. Ltd.. GPO Box 160, Hong Kong) maximum. goon. l 
Code Item z J lenclose my cheque for US$ ___ (pay- 
able to Review Publishing Co. Ltd) in payment 
of my order. 


J Please charge my credit card: 
JVisa J American Express Diners Club. 






Packing/Handling Per item Card No: 
Add Optional Airmail surcharge (see below) Exp. Date: 
Total Amount of Order : 
Signature: 

. , pers Als NM eo eee Ae IURE MUR SS 
Please allow 2 to 3 weeks for delivery by airmail and 6 to 8 (Please print in block letters) 
weeks for delivery by surface mail. (Despatch will start in early Address: 

October 1989). 
N P Tel: 








J | enclose an additional list of gift orders to be 
sent to friends/relatives, with the initials to be 
gold-blocked on each. 

J Please send gift card in the name of: 







Product Codes 


Destination 881. 883 
Asia US$3.00 US$6.00 
Outside Asia US$6.00 US$12.00 
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Foro over 200 years, Asprey have made luxury items that are essentially English. ‘ 


| a Step into our London showrooms and you will be dazzled by the skills with which 





Oe Bur ‘desi ighers and craftsmen create treasured possessions. 


Follow your nose to our hand made luggage and leather goods, inhaling the 


strong rich scent of English leather. Our bookbinding section, you will think, is the library 










of an English stately home. While our antique department rivals many a a private collection. : 
Jake a leisurely stroll through. each gfe our eleven depart i P É 
jewellery to gold watches and grandfather clocks. : 
You'll find that Asprey says more about the English. way of en than. icd event | 
on the social calendar. Because. no Englishman ı worth. his salt would arrive at Ascot, 


Henley or the Ritz without first paying us a. visit. 


NEW BOND STREET, LONDON |  FENCHURCH STREET, LONDON . 2/0 FIFTH AVENUE, NEW YORK 
01-495 6767 lo EE. 426 3160- Shae. Ba . (212) 688 1811 





ey A 
LANI) = 2 EM 


Sal 


s 
E ONA = è 
Y / 
saz , 4 
/ j 
Hy, 4 
^ 
S. 
` 


dui l 
: EN ll pe. 


| 


+ { 
^ ! j 


Wu . x = 
En È A 32 UN 


——_—_——$ 
ee 
p 
oo 
ee ee 
d 
—— 
o — ee 
ME LL 
M 
“4 M ` 1 
> p^ a 4 
- pire - cas 
My: es 
w ————— 


` `~ 
z ` 
A D 
A { 
' ANM, ‘ 
T ` 
Jj, = P eet 
AM. « : 
ME Sm | ; 
"LI (à TS A bom $ 
" Pert nee, SONS i ^ 
> + VN Ret t 
a ee * AN k ` 
TL COD h N 














From the publisher of The Wall Street Journal 
and the Far Eastern Economic Review. 










Asia Technology. 
Now on sale at 
your newsstands. 
It's a brand new 
monthly magazine 
designed to bring 
you the latest news 
of the latest techno- 
logy from around the 
world — with a focus 
on Asia. It's essential 
reading if you want to 
know how technology 
will affect your busines 
and your lifestyle. 










SUBSCRIPTION 
COUNTRY PRICE 

(12 ISSUES) 
| Americas |  — US&25 | 


- o9 
cw? 
€5 u a Or, please charge to my credit card (tick one) 





- 
- al - American Express CJ Diners Club 
e l MasterCard O Visa Card 
a = C To: Asia Technology, 
oem i vus Card no. — a a s eadi EN 
a = e € Subscription Dept., GPO Box 160, Hong Kong. 
5 
€ Yes! | would like to receive the next 15 monthly issues Exp. Date 
of Asia Technology for the price of only 12. Please 
rush me my free gift of the Executive Stress Test Card 2 
ignature i En 
YOU RECEIVE | | | enclose my cheque (payable to Review Publishing 9 R1123 
* 15 issues for the price — © 19.) for ur — 
of only 12 |_| Or, bill me at the address below: = Pea SPECIAL BONUS 
j — An Executive Stress Test Card, yours 
* Up to 41% savings off Name (please print) —  . ex semen rg rege d 
cover price Address 10-second test for yourself and your 





colleagues to determine your levels of 
stress. Lots of fun 





* Special Bonus Gift | DN C TC NETTE 





The half-a- market n 


buyers for the overhang of bonds that sec- 


ingaporeans are again proving that 
they are a forward-looking and nim- 
ble-footed people by announcing 
j that they will be starting an over- 
/'he-counter (OTC) market in Malaysian and 
Wther foreign stocks next year. The move is 
signed to counteract the halving of vol- 
ime expected on the Stock Exchange of Sin- 
isapore (SES) in the wake of the split between 
_ ^e Singapore and Malaysian stockmarkets. 
mut Shroff thinks that the Singaporean au- 
-aorities may have underestimated the 
croblems they will face. 
_ For one thing, the Kuala Lumpur Stock 
_ xchange (KLSE) is unlikey to sit idly by if 
„alf of the SES’ volume still comprises Malay- 
man stocks, even though they are being 





















: Eu make a mockery of the KLSE's efforts 
. force Malaysian companies to delist in 


There are a number of ways that the KLSE 
uld make trading of Malaysian shares in 
"ingapore's OTC difficult — if not impossi- 
ale. For example, it could block registration 
sf scrip or deny a computer feed of on-line 
terices to the SES. 

Even if the Malaysians cooperate, Singa- 





mg is a very different proposition to pure 


*roking and carries much greater risks. It de- 
mands, as a result, a larger capital base than 
anost Singapore brokers currently have. In 
addition, Singapore’s brokers will find 
Bhemselves entering the market-making 
ininefield at a time when far bigger players 
in London and New York have been giving 
it up as too risky. 

. Although some big fund managers and 
*rokers talk bravely about carrying on trad- 
ang in big blocks of Malaysian stocks in Sin- 
mapore’s OTC, they may be forgetting the 
rucial role of the little guy, the retail invest- 
br, in adding liquidity to the market. 

On slow days, it is estimated that as 
much as half of SES volume is provided by re- 
tail investors. Without them, market makers 
will have to wait nervously for each block 
deal for indications of price movements. In 
ime, even the big fund managers may come 
to prefer the liquidity of the KLSE despite the 
greater efficiency of Singapore's brokers. 

. There are sound economic solutions to 
the dispute, though they are unlikely to be 
adopted — for non-economic reasons. The 
pest move would be for the KLSE to allow 
Singapore's brokers to buy seats in the KLSE. 

That would result in the least disruption 
while ensuring the value-added part of trad- 
ing in Malaysian stocks remains in Malaysia. 

But eens seem dead set against letting 
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the experienced Singaporeans into their do- 
main, even though they are willing to let 
other inexperienced foreigners in. 

Meanwhile, Singaporeans should realise 
that the loss of volume cannot be rectified by 
administrative fiats such as creating an OTC. 
However, calculations show that shouid 
Singapore privatise its telecommunications 
authority, port authority and other public 
utilities, the market would recover most of 
its lost volume. 

It is therefore in Singapore’s interests to 
take some hard and quick decisions. If it 
hesitates, the SES could find itself being over- 
taken — not only by the KLSE and Bangkok's 
exchange, but also by its much poorer neigh- 
bours such as Manila. m N. Balakrishnan 


Stockmarket punters are starting to take 
their protests to the streets of Seoul with the 
same tedious predictability as students and 
workers. A big difference though is that 
when investors demonstrate they tend to 
get what they ask for. 

So when angry shareholders hurled eggs 
at the quote boards in a big downtown 
brokerage office and marched on the stock 
exchange on 7 November, punters should 
have seen it as a buy signal. Two days later 
the government obligingly announced a 
reflationary programme and the market 
surged nearly 6% the following day. 

This was no invisible hand: Ministry of 
Finance (MoF) officials were working over- 
time. ^They phoned every institutional in- 
vestor and told them to buy, buy, buy," one 
local broker said happily. After all, who can 
sell better than the boys at the MoF? 

The ministry also moved to ease liquid- 
ity, postpone rights offerings and find 
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urities companies have been stuck with. 
(Many of those bonds were underwritten by 
the securities companies at below-market 
rates in return for a promise of equity under- 
writing business. When the music stopped 
they were left with low-yielding bonds.) 

Former finance minister Sakong Il, who 
left office a year ago, proclaimed in the wan- 
ing days of his tenure that the MoF no longer 
intervened directly in the market. Remind- 
ers of those statements, which were com- 
mon in 1988, bring derisive laughter from 
local brokers today. 

It is a situation many people are happy 


with, since they can look to the government | 


for their signals. Locals cling to the belief that 
since theirs is still an "infant" market the 


government should continue to intervene. | — 


Shroff wonders that if with a market capitali- 
sation of more than US$130 billion it is not 
time to take off the nappies, when will it be? 

The egg hurlers do have a point in asking 
the government for a helping hand. The MoF 


in the past has used some blunt instruments _ 


to cool down the market, depriving invest- 


ors of profits they would have enjoyed ina - 


freer market. The MoF is fond of changing 
margin rates, fiddling with the amount of 
equities institutions are allowed to hold, or 
force-feeding government bonds to institu- 
tional buyers. And the MoF has been known 
to work the phones on the sell side. 

Offensive as all this might be to analysts 
and free-market advocates, the South Ko- 


rean Government is determined to keep - 


managing the economy as long as it can. Of- 


ficials shudder at the speculative frenzies of - Eo 


Taiwan's bourse. They are determined to 
preserve an ordered Confucian universe, 
where everything has its place and the gov- 
ernment is on top. 

The government, however, needs in- 


" vestors as much as they think they need the 


government. South Korean officials are 
committed to raising vast amounts of equity 
in the market to improve corporate balance- 
sheets and provide a low-cost funding alter- 
native to bank loans. Through September, 
Won 11.7 trillion (US$17.5 billion) in new 
equity had been raised — more than half 
again as in all of 1988. Moreover, until last 
year the amounts of new equity raised on 
the stockmarket were negligible. 

Investors may still be able to wring some 


more help out of the Mor. After shooting up _ 


on 9-10 November, prices slumped on profit 
taking, reportedly leaving MoF officials puz- 


zled. Local brokers want stronger action by | 


the ministry. There is a good chance they 
will get it. n Mark Clifford 
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COMPANIES 1 


Hongkong's group gambles on cable TV franchise 


Pao changes tack 


he World International-Wharf Hold- 
| ings group of Hongkong shipping 
magnate Sir Yue-kong Pao is not a 
stockmarket favourite. Slow to grasp oppor- 
tunities, chaotic in structure, prone to timing 
and pricing errors in asset buying, and run 
by a family with a reputation for giving its 
shareholders a poor deal, the two com- 
panies' share prices have lagged the Hang 
Seng Index for years. 

However, a new energy now seems ap- 
parent at Wharf Holdings, the group's 
HK328.5 billion (US$3.6 billion) asset prop- 
erty flagship. An example of its new-found 
vigour came in August, when Wharf, the 
dark horse, won the race to develop Hong- 
kong's cable Tv monopoly at a planned cost 
of HK$4.2 billion. 

Wharf has also made efforts to increase 
its Hongkong and Singapore property hold- 
ings. Manoeuvres in Singapore have yet to 


| Realty & Trust 


"A" shares: 50% 

. B shares: 72% —— 

BE Realty 
Development Corp. 





yield dividends, but the group has added to 
its Hongkong land bank and has HK$3 bil- 
lion of developments in progress. Another 
venture last year saw Wharf and holding 
company World pay HK$1.05 billion for 
Omni Hotels, an upmarket US hotel man- 
agement company. 

But does all this amount to a case to re- 
rate Wharf? Certainly, the group has solid 
cash-earning assets, a well-run treasury op- 
eration to manage the group's HK$12.5 bil- 
lion cash hoard (against which there is 
offsetting debt), and a ruthless tax husban- 
dry approach that has slashed most of the 
group companies' effective tax rate to less 
than 8%. Wharf's tax rate last year was 3.4%. 

But stock analysts are fearful that Wharf's 
move into cable Tv will go down as a disas- 
trous attempt to diversify. Management is 
seen as critically indecisive, while group 
chairman Peter Woo, who replaced Pao, his 
father-in-law, three years ago, is disliked by 
the market because of his disdain towards 


. | Hotel management 
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brokers’ ideas for enhancing group vah 

Woo refuses to recognise an image prc 
lem. He emphasises the group's strengtl 
its conservative nature and record of so 
earnings growth that surpasses even Hor 
kong Land, the territory's leading prope 
company. He also exudes confidence : 
tackling the cable Tv development. 

Stock analysts remain unimpresse 
They are worried that crucial senior exec 
tives have still not been appointed to n 
Hongkong Cable Communications, t 
company which will build and manage t 
cable monopoly, more than three mont 
after Wharf won the franchise. 

This fuels the belief that Wharf won t 
franchise by default, when front-runn 
Hutchison Whampoa withdrew from t 
race — seemingly in obedience to Hutchis 
controlling shareholder Li Ka-shing’s wish 
that the group reduce its Hongkong e 
posure after the Peking massacre. 

Wharf itself was a late starter. Its ent 
into the cable TV race was prompted by 
government that was desperate to find 
rival to Hutchison so that its attempt to inje 
competition into Hongkong's telecommur 
cations sector did not degenerate into 
fiasco. 

But Wharf's delayed entry and its reput 
tion for dithering have prompted worrie 
that it is ill-prepared to manage the projec 
(With 28% of the equity, it is also the large 
shareholder.) Bankers Trust Securities think 
that cost overruns could amount to HK$1I 
12 billion for a total cost of HK$14 billion. 





oo is unfazed. “The first thir 
/W/ you've got to plan is the physic 
infrastructure," he says. “Wens 
already put our construction team into plac 
to draw out plans. We'll start laying the ne 
work in April and May next year. Ot 
targets are still reachable." 

The banks are also bringing him finan 
ing packages, though Woo will not divulg 
the planned split between debt and equity : 
this stage as that might jeopardise the con 
petitiveness of terms on offer. Woo is als 
confident that adequate staff will be n 
cruited and trained to run cable TV. "Sk 
Television in Britain managed in five to si 
months," he notes. 

Of course, Wharf has to get cable TV rigt 
if itis to expand its profile in the immensel 
profitable telecommunications busines: 
The next step would be to bid for the terr 
tory's domestic telephone monopoly, cu: 
rently operated by Hongkong Telecom. 

Hongkong Telecom’s licence expires i 
1995. If Wharf were to capture it, Hongkon 
Telecom’s parent, Cable & Wireless (C&W 
which holds an exclusive franchise over a 
international telecommunications until ne» 
century, would be forced to share revenu 
from the territory's lucrative international d 
rect dialling market. Other forays in the re 
gion, perhaps in joint venture with C&W 
might also be feasible. 
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harf's ambitions remains to be seen. But 
Mer opting for the hard and unproven 
„urse of building a second fibre-optic net- 
ork for cable TV, the government has a 
_asted interest in seeing Wharf succeed. 

. The market seems ill-disposed to view 

""harf's operations in a better light because 
. investors’ dislike of the Pao family. Their 
ostility flows from the group's litany of 
assed opportunities in the past, and a per- 
ption that the public shareholders come 
-£ badly in the group's deals. A classic case 

as the restructuring of 1986-87, when 
"harf spun off trading subsidiary Wheelock 
Marden and the Hongkong Realty property 
"oup to World. 

The asset reshuffle was inspired by Jar- 
one Matheson-controlled Land's spin-off 
tarlier that year of food retailer Dairy Farm 
"^d hotel chain Mandarin Oriental. How- 

er, Pao's restructuring did not so much 
sinlock value or list homogeneous assets as 
senefit World, which contains the family's 

'ealth. 

. The unfair terms were underlined last 
zar when Pao personally bought Japanese 
sading company Cornes, a tiny part of 
Wheelock Marden, from World for a sum 
mat almost equalled Wharf's spin-off price 
»r the whole of Wheelock Marden. Disclo- 
sae was so poor that it was impossible to 
mdge if World itself got the worst of that bar- 
sain. The market's verdict was negative. 

l Even in terms of the Paos’ own interests, 
"ve restructuring was badly crafted. Cash 
as left in the Hongkong Realty companies, 
sown the pyramid, instead of in World, 
where the family could have controlled it 
^ost easily. The changes also failed to 
simplify the group structure. The best assets 
we still held by World's 42%-associate, 
Wharf Holdings. But concern that the Paos 
ways give Wharf the worst of a deal 
owers the rating. Hence value is not en- 
sanced. 

. Nor did Woo seize last year’ s opportun- 
*y to make money, tidy the group structure 
ind impress the market by privatising 
dongkong Realty when its share price 
raded at a 50% discount to the group's cash 
soldings. World may not have got the cash 
it a discount, but it would have got Realty's 
sroperty for free. 

The game, of course, is to issue scrip to 
^vestors when prices are high, and buy it 
sack cheaply for cash in a bear market. The 
trepreneur makes more handsome profits 
wn the next upswing. Pao himself used the 
echnique to perfection in the shipping sec- 
or, privatising East Asia Navigation in the 
rough of the 1983-87 recession. 

Having again read the shipping market 
iorrectly, Pao is now raking in millions as it 
ecovers. Indeed, his decision to sell the 
amily's 38.7% stake in Dragonair (REVIEW, 
6 Nov.), Hongkong's second airline, ap- 
sears based on a strategy of obtaining far 
‘uperior returns in shipping. 





























o what extent the government will back 





But the fa mily 
with land-based assets. Examples are the 
high prices paid by Wharf for Wheelock 
Marden in early 1985 and Singapore-listed 
Hotel Marco Polo, or Pao's private invest- 
ment in Britain's Standard Chartered Bank. 
He sold his shares in the bank this year at an 
estimated HK$1 billion loss. Missed chances 
in the trading companies added further to 
the disappointment. 


till, Wharf has not fluffed every oppor- 
tunity. With property under develop- 
' ment, and upgrading and continued 
rent reversions on its prime holdings in 
Hongkong's Tsimshatsui, it should enjoy 
annual earnings growth of 10-2076 in the 
next few years. Property developments in 
Hongkong, mainly the Times Square office 
complex in Causeway Bay and Tsuen Wan 
godown D, will boost net lettable space by 
3.7 million ft? to 8 million f£. 

Woo says Wharf's future growth will be 
focused on property and infrastructure. 
The government's HK$128 billion plan to 
develop airport and harbour facilities in 
Hongkong should present ample potential, 
and Wharf is likely to tender for terminal 
eight of the container port scheme. 

Woo's strategy for Omni Hotels is to 
build up the US side of the operation by 
doubling the present number of contracts 
under management from 45 to 90. While 
Omni is breaking even, Woo is also consi- 
dering sales of "non-strategic assets" to im- 
prove short-term returns. "The value-added 
comes in increasing our network size, by en- 
larging the management company," he 
says. 
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ODE juo bored : tougher. Twobids | 


tion. Market talk said the government was 
wary of the flow of foreign funds into local 


property, and wanted to see if Wharf won i 


the bid for the prestige Standard Chartered 
Bank office tower, before restarting the ten- 
der. Woo emphatically denies making any 
Stanchart tender. 

Perhaps the authorities move was a 
blessing in disguise. Analysts said that 
Wharf's bid for the Orchard-Paterson Road 
site, on which it planned to build a depart- 
ment store for World's luxury goods chain, 
Lane Crawford, was vastly overpriced. Cer- 
tainly, Wharf's $$369 million (US$188.2 mil- 
lion) bid far exceeded second-placed Hong 
Leong's $$303 million and Shangri-La ho- 
tel's bottom bid of 5$72 million. 

However, a question of philosophy is ap- 


parent here. For all his slowness, Pao was = 


never afraid to pay top-notch prices for qual- 
ity assets. The market thought he grossly. 


overpaid for Wharf in 1980. Yet Wharf i = 
proved a sterling performer in the 1982-84 
recession, and the investment today is re- Tu 


garded as superb. 
To do the Paos justice, they have always 


sold themselves as long-term investors. —— 
Woo has tinkered with the formula, at . => 


tempting entrepreneurial plays in Omni and 
cable TV, while carrying on with cash-yield- 


ing property development. If he adds a > 
keener feel for asset pricing, stronger man- — 
agement and desists from the shabby — 
matinee of corporate restructurings, the D 





group could yet win the market's favour. m 5 B 





COMPANIES 2 


Corporate raider Sur Ron Brierley becomes the quarry 


Changing places 


———————————————————————————————————————————— ineAharmls 


By Janine Pe Perrett in Sydney 


fter sor some time outside the thick of 





corporate takeover battles, Australa- 

sian share raider Sir Ron Brierley is 
again at the centre of a multi-billion dollar 
takeover. 

However, this time the target is his own 
Industrial Equity Ltd (ŒL) — the Australian 
company which was his first foreign foray 
outside Brierley Investment Ltd (BIL) in New 
Zealand and the base for his international 
expansion. IEL spawned the Hongkong- 
based Industrial Equity (Pacific) Ltd which 
now carries on Brierley’s global investment 
strategy but is no longer associated with its 
Australian namesake. 

Respected Australian businessman John 
Spalvins on 14 November launched a bid of 
A$2.25 (US$1.77) a share plus a dividend of 5 
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A cents a share — worth a total A$1.74 bil- - cud 


lion — for IEL, of which Brierley is still chair- 
man. Within 24 hours, Spalvins had effec- 
tively won control of IEL with more than 51% 
of the equity sown up, making the takeover 
one of the swiftest of its size in Australian 
corporate history. 

The bid pre-empted a A$1.86 billion 
leveraged buyout planned by IEL’s current 
management — chief executive Rod Price 
and deputy chairman Bill Loewenthal. In 
August the pair teamed up with Australian 


textile magnate Abe Goldberg and anm |. 
nounced their intention to bid A$240 a. — | 
share, "subject to financing” for EL through >- 
their management buyout vehicle, Corama ^ ^ 


Pty. Ltd. 


9r 


for property development sites earlier this — 
year came to nothing when the statutory au- — ^ 
thorities withdrew them with little explana- ^ = = 








Delays in the launching of the offer - 2 
raised doubts about the ability of Coramato — 
raise the financing for a bid. An earlier len- > 





ue Citibank, p pu | 
BT Australia to try and stitch up the funding 
with a consortium of other banks. 

Pressure mounted as Spalvins' Adelaide 
Steamship (Adsteam) aggressively pur- 
chased IEL stock in the market at prices up to 
A$2.25 a share, raising its stake to about 18% 
before announcing its bid. 

Spalvins’ bid, which is being financed 
primarily by Westpac, Toronto Dominion 
Australia and Bank of America Australia, 
was not conditional on a minimum accep- 
tance level. This factor was understood to 
be the main obstacle to the Corama bid, 
with banks demanding a near impossible 
minimum acceptance level of at least 75% or 
perhaps as high as 90% to fund the highly 
leveraged bid. | 

Australian food group Goodman Fielder 
Wattie held a key 19.9% stake in IEL, a legacy 
of its own abortive A$1.76 billion bid for IEL 
in June. It agreed to sell to Spalvins for a total 
A$2.30 a share almost immediately. An- 
nouncing the Goodman Fielder deal, Brier- 
ley also said that BIL had accepted on the 
same terms for its 12% stake. 

The statement by Brierley came as a 
surprise. Corama had earlier contracted to 
buy Bil's stake and Brierley initially said 
Adsteam’s price was too low, dismissing the 
offer as “less than I personally think control 
of IEL is worth." Although there have been 
tensions between Brierley and the current 
IEL management, he said he was committed 
to seeing the Corama bid succeed. 


 palvins is one of the great survivors of 
the recent shakeout in the Australian 

corporate sector having built Adsteam 
from an Adelaide-based shipping company 
into one of the country's major industrial 
conglomerates, encompassing everything 
from retailing to liquor to coal. 

The attraction in IEL, analysts believe, is 
the Woolworths nationwide supermarket 
chain which under Price has made a suc- 
cessful turnaround and would make a 
good fit with Spalvins existing upmarket 
retailer David Jones. Soon after the Adsteam 
bid was announced, the Australian Trade 
Practices Commission gave it its tacit 
approval, saying the bid was “pro-com- 
petitive” because a David Jones-Woolworth 
group would provide strong competition 
for the Australian retailing giant Coles- 
Myer. | 

In recent years IEL has moved away from 
its original share-raiding philosophy and 
Brierley has taken a less active role. 

The evening the offer was announced 
Brierley, a renowned cricket fan, took a cor- 
porate jet to Adelaide for a match and gave 
Spalvins a lift. Spalvins must have argued 
his case well for Brierley to change his mind 
so quickly, though Brierley said from 
Adelaide that he still thought the A$2.30-a- 
share price was less than the company was 
worth. "But in these situations you have to 
weigh up what is best," he said. 5 
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Deflated expectations 


nflation is on the rise again: from 4.0% 

in the year to March it rose to 7.2% in 

the year to September. July's 2.5% rise 

in value-added tax (VAT) accounted for 
about 1.8 percentage points of that, indicat- 
ing a net rate of 5.4%. The 10% slide in the 
Kiwi dollar in late 1988 pushed up import 
prices and the recovery from 1988's reces- 
sion gave suppliers the chance to raise their 
prices. 

Most forecasts show inflation falling 
again in 1990 and Finance Minister David 
Caygill and the soon-to-be-independent Re- 
serve Bank insist the target set early this year 
of 0-276 inflation by the end of 1992 can be 
achieved. The bank appears determined: it 
has maintained a tight hold on money, 
pushing short-term interest rates back up 
nearly 1 percentage point in October, more 
than wiping out the fall that followed the 
well-received late July budget. 

Since most bank funding comes from 
paper of 90 days or shorter, the tightening 
has stalled any further fall in lending rates 
after August's 1 percentage point drop. That 
fall led to cuts in lending and house 
mortgage rates, but the subsequent rise in 
wholesale rates has helped dent business 
confidence, which, according to surveys, 
had risen strongly all year to the highest 
levels in half a decade. That confidence was 
partly the result of a consumer spending 
spree before the VAT rise, and has sub- 
sequently fallen in concert with spending. 

The Reserve Bank sees a good sign in 
longer-term government bond rates having 
stayed below pre-budget levels by more 
than 50 basis points. They have been averag- 
ing about 1.6 percentage points below the 
90-day bank bill rate, indicating some fall in 
longer-term inflationary expectations. The 
bank and the government have also rejected 
calls — most recently by a high-powered 
government-appointed task force on com- 
petitiveness — to let the exchange rate fall. 

The bank and the government argue that 
at the Kiwi dollar's current level the balance 
of payments is near equilibrium — the def- 
icit in the year to August was NZ$328 mil- 
lion (US$191.3 million). Even critics acknow- 
ledge this is creditable, but they add several 
caveats which suggest the exchange rate 
may still be too high. Foremost among them 
is that much of the improvement in the ba- 
lance of payments is due to high prices for 
agricultural products, pulp and paper, alu- 
minium and steel exports which are due fora 
cyclical downturn and in some cases, such as 
wool and paper, have already turned down. 

The August-year deficit was sharply 
worse than the NZ348 million surplus in the 
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June year and most economists expect a cosi 


tinuing deterioration by up to NZ31 bilic 
over the next year as the improving interne 
economy sucks in imports. 

Another worry is that the statistics d. 
partment is still trying to establish accura’ 
figures for invisibles and, as its figures irs 
prove, there have been some big revisions « 
the balance of payments — downwards t 
NZ$770 million in March and upwards E 
NZ$500 million in August. More revisior 
are expected. 

Nevertheless, all forecasts expect growhi 
after two years of stagnation. But even th 
most optimistic do not see growth exceedin 
3% and most expect it to be in the 1-2° 
range. That will not make much impact c: 
the 11% unemployment rate, which is risir* 
because of the restructuring of the port ix 
dustry and the meat processing industry ~ 
New Zealand's biggest export earner. Us 
employment will also rise because of a shar’ 
decline since mid-year in emigration, whic 
used to be heavy. With productive inves 


| Consumer prices 3 





ment remaining low, the country still face 
an uphill struggle to full economic health. 
The situation is not eased by externe 
shocks. Just when it appeared that the fall 
out from the 1987-88 share and propert 
market crashes had worked through, th 
largest merchant bank, DFC New Zealanc 
collapsed in October. New Zealanders nei 
vously wonder whether any more skeleton 
lurk or whether at last the way is clear to re 
build. One encouraging sign: the sale of 
NZ$160 million central Auckland comple 
to EIE Corp. of Japan by the statutory mane 
gers of Chase Corp. has dislodged part c 
the huge overhang that has been depressin 
that market. u Colin Jame 
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dy S downgrades China 


nd Hongkong debt rating - 


New York ratings agency Moody's 
westor Services on 9 November 
swngraded the long-term foreign- 

Trency debt of China from A3 to Baal. It 
30 lowered the ceiling for long-term debt 
issuers in Hongkong from A3 to A2. 
suers directly affected are the Bank of 
‘ina, China International Trust and 
vestment Corp., and Hongkong's sole 
ireign-currency bond issuer, the Mass 
sansit Railway Corp. (MTRC). Moody's also 
snfirmed the short-term credit rating for 
ingkong, the MTRC and the Hongkong 
ad Shanghai Banking Corp. at Prime-1. 
ey said the decision, which affect US$3.7 
lion of Chinese bonds and US$1.15 billion 

“Hongkong bonds, was taken to reflect 
the possibility of a significant degree of 
litical conflict in China.” 





sew foreign investment in 
longkong tipped to ease 


Foreign manufacturing investment in 
longkong last year rose 24% to a 
illion) Hongkong’ s Industry pe en 
*ported on 14 November. Officials forecast 
aat in 1989 investment would level off, 
artly because a three-year surge of 
rong-yen motivated Japanese investment 
ias run its course. Political uncertainty was 
iso taking a toll: a survey taken in July and 
august showed that 51% of foreign- 
avested firms held an “unfavourable” view 
K Hongkong’s political future. The US 
emained the largest investor, followed by 
apan, China and Britain. 






eoul accepts Gatt's 

uling on beef imports 

* South Korea has reluctantly accepted a 
aling by a disputes panel of Gatt that it 
aust scrap its restrictions on beef imports. 
„t a meeting of Gatt’s governing council, 
eoul said it would undertake consultations 
vith the complaining countries — the US, 
australia and New Zealand — on 
ransition arrangements aimed at opening 
ip the estimated US$500 million-a-year 
ef market. In October, Seoul agreed to 
shase out all import restrictions over eight 
'ears after renouncing its rights to claim 
rade protection for balance-of-payments 
iPasons, 


[hailand to enforce 
»ank equity rules 

. Thai Finance Minister Pramual 
iabhavasu gave the country's 15 


omimercial banks two years to senp with | 
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4t ^.. Share divestiture rules set in 1979 but never - 


enforced. The rules say each bank must 
have at least 250 small shareholders, each 
with no more than 0.5% of paid-up capital, 
with their combined holdings topping 5076 
of paid-up capital. The rules were set to 
prevent concentration of power in a few 
families’ hands. 


Thai-US air traffic 

talks break down 

> Thailand gave the US 12 months’ notice 
to end their bilateral air traffic rights pact 
after two years of talks stalled. The Thais 
suggested that the US' recent introduction 
into the talks of open markets for global 
computer reservation systems brought 
about the impasse. Unless the talks are 
resumed and an agreement reached, 
bilateral air services will halt after the 
current pact ends in October 1991. 


Business indicators 


consumption 4,106,582 J ena, 523 1 420.148 @ 
gVeh) i p 


tars eie 
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Taiwan announces rules 

for new private banks 

> Taiwan's Ministry of Finance (MoF) has 
announced rules for setting up private 
banks under Taiwan's new banking law, 
passed in July. Press reports suggested the 
MoF would limit new banks to 10, The 
minimum paid-in capital for new banks will 
be set at NT$10 billion (US$384.6 million) 
and at least NT$2 billion must have been 
raised before the application is made. Some 
30 private industrial groups have expressed 
their intention to apply for licences. Banks 
will be allowed to provide savings, foreign 


. exchange and trust services. 
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/ y Zealand offers n new 
dier issue 


» Belying recent warnings that new debt 
may be hard to place in the wake of 
Japanese banks’ blocking of a NZ$600 
million (US$351.9 million) issue in Japan to 
protest the New Zealand Government's 
failure to guarantee the debts of the recently 
collapsed merchant bank DFC New 
Zealand, the Treasury has placed a US$350 
million Eurobond issue on terms identical to 
its pre-DFC crash US$500 million August 
issue. The issue brings total borrowing 

this financial year to NZ$1.8 billion, 
exceeding the borrowing needed to 

repay debt maturing this year of NZ$1.5 
billion. 


Tokyo to investigate new 
insider trading allegations 

> The Tokyo Stock Exchange is 
investigating alleged insider trading in the 
shares of Nissan Nohrin Kogyo, a debt- 
ridden plywood maker which issued 4.5 
million new shares to the trading house im 
Kanematsu-Gosho in an attempt to rescueit — 
from possible delisting. Nissan Nohrin's | 
shares rose sharply just before the 
announcement, which follows a similar 
rescue of audio-products maker Sansui by 
Polly Peck International in October. This 
leaves only one other listed company with — 
negative shareholders equity, Nichibei Fuji 
Cycle, that is not closely tied to any big 
Japanese industrial group. 





South Korean firms expand 
petrochemical operations 

> Samsung General Chemicals broke — 
ground on a new petrochemical carpi on 
South Korea’s west coast while Kukdong 
Oil dedicated a hydrocracker at a nearby site _ 
on 13 November. President Roh Tae Woo - 
attended both events and said that the area 
would become a gateway for trade with 
China. Hyundai is also planning to build a 
petrochemical facility in the area. Samsung 
and Hyundai are expected to invest more 
than US$1 billion each. 


US to help the Philippines 
optimise use of aid funds 

P During her visit to Washington on 8-9 
November, Philippine President Corazon 
Aquino signed an agreement on a US$25 
million feasibility study designed to 
optimise the use of aid under the 
Multilateral Assistance Initiative, which 
Filipinos call the Philippine Assistance 
Programme. In July, US$3.5 billion was 
pledged for the first year by 19 countries 
and financial institutions. 
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Economic indicators, selected Asian countries 
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STOCKMARKETS 


a a a Hongkong steps up as Deng ster js down waa Tokyo climbs higher aa 
state kickstarts Seoul a a a bargain hunters hit Taipei a a a Stam Cement underpins 
Bangkok a a a Manila’s bull still running in period ending 14 November a uu 


The Nikkei index edged up to record 
levels, buoyed by hints of falling US 
interest rates and a sharp drop in Japan's 
Oct. trade surplus. Construction and 
property stocks were firm, with Tokyo 
Tatemono gaining ¥400 to ¥2,340, IHI 
rose ¥50 to ¥1,370. Daily turnover for the 
period was 892m shares worth ¥1.4t 
(Us$9.77b). 


Nikkei Stock Average, 38 


Deng Xiaoping's retirement provided the 
. excuse fora rally, and the index rocketed 
^. 1.8% on 9 Nov. However, profit-takers 
arrived at work early the next day, and 
China worries were quickly back in place. | 
Hongkong Bank continued its rally, rising 
10 HK cents to HK$7.15. Trading was dull, 
with daily volume averaging 541m shares 
worth HK$814.1m (Us$104.4m). 


Rumours that Singapore Telecom would 
be privatised lifted prices, and despite 
later news that this was still some years 
away, gains were retained and the index 
closed 1.5% higher. Malayan Credit put 
on 95 cents to 5$2.42 and Promet rose 4$ 
cents to 54.5 s cents. Average daily 
turnover fell 11.5% to 40.83m shares, 
worth $$78.62m (Us$40.1m). 


Singapore 


Although activity was lacklustre on 

. caution ahead of the Umno General 
Assembly meeting on 17 Nov., technical 
factors pushed prices up and the index ; 
ended 1.6% higher. Setron, rumoured to | 7 
be a bid target, jumped 21 Mcentsto — 
M$2.31. Daily turnover fell 8.97% to 
22.84m shares, worth M$43.74m 
(US$16.2m). 






Bangkok Suspiciously heavy action in Siam Bombay 


SET. index, 740. m 


Cement pulled the market up sharply toa | 
new peak. The top blue chip rose Baht 
1,200, or 21?6, to Baht 6,926. This pulled 
constructions and zinc counter Padaeng D 
up, bringing the index up 5.5%, despitea | - 
flat banking sector. Daily turnover | 3 
averaged Baht 2.16b (US$83.6m). Bangkok | ' 
Bank fell Baht 4 to Baht 291. | 


The bull run continued, boosted by 
confidence in the country's stability, a 
surge in metal prices, and good news 
from oil drilling projects. The new issues 
continued to prosper, with Integrated 
Chrome 'A' rising 1.3 centavos to 4.3 
centavos on its debut day. PLDT rose P10 
to 2495. Daily average turnover rose to 
4.3b shares, worth P422m (Us$19.1m). 
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The market posted a record one-day rise 
of 34.3 points on 9 Nov. following a 
government announcement that credit 
would be eased. The rally was halted tw: 
days later by profit-taking. Volume near 
tripled to average 14m shares Won 326.€ 
(US$489.5m). All sectors gained. Trading 
companies surged 9.9% and constructio: 
shares jumped 9.8%. 


Investers went into a pre-election buying 
spree, taking lower prices and a lack of 
bad news about an anticipated stock 
transaction tax as an occasion to snap up 
shares. Nevertheless, average daily 
turnover was down at NT$128b 
(Us$4.92b). Nanyang Dying and Finishiri 
rose NT$33 to NT$254, and Cheng Hong 


; Chemical gained NISI to N1$173. 


Australia 


beans, 1.89370 


The market was checked by the e 
ofthe local currency, and investors 
remained cautious, particularly about 
cyclical stocks. Demand for gold stocks 
rose after gains in the bullion price, and 
WMC gained 28 A cents to A$6.34 and 
Dominion 10 A cents to A$2.05. Turnover 
totalled 566m shares worth A$1.016b 
(US$800m). 


The market crept back up, ending a slide 
that had lasted since the 13 Oct. Wall 
Street fall. This was despite a 
disappointing report that Elders IXL 
would sell out of NZFP. Fletcher Challeng 
ended 14 Nz cents higher at N7$4.49. 


Brierley Investments was up 6 NZ cents a 


NZ$2.13. Volume totalled 43.94m shares 
worth NZ$92.52m (Us$54.3m). 


— Prices continued to weaken as small 


investors, jittery about the forthcoming 
general election, continued to sell, while 
the government-owned financial 
institutions kept buying. Attempts by the 
authorities to impose a 20% margin on 
sales failed to drive off the bearish 
sentiment. Tisco lost Rs 4.75 to Rs 112.25 
(US$6.70). 


After a short-lived bout of optimism over 
interest rates, a light gloom descended or 
Wall Street. In lacklustre trading — _ 
volume totalled 729.2m shares — the 
Dow Jones Industrial Average rose 
slightly. Late in the period, reports of 
slowing retail and car sales, combined 
with lower-than-expected capacity 


^ utilisation, depressed sentiment. 


We are right on 
your doorstep, and we 
only speak one language. 
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The language of larger profits. 


This is the language of the Industry development. in specific areas of business 


entrepreneur seeking profitable Investment opportunities. development, new industry 
investment. Economic growth. development and trade and 
Australia's Northern Research and development. market research. 
Territory is emerging as an Business support. For information about 
important regional centre with J € business opportunities in 
magnificent prospects. prepared to accept the challenge Australia's Northern Territory 
Unmatched investment offered by Australia's fastest and the services of the 
potential exists for developers developing region. Department, fill in and send us 
The Northern Territory the coupon below. 
Dnt. — amsansassbdbsae Tees dit estu nie REC 
Industries and | To The erri TY 
! penae " 
Devlopment is — | POBox 4160, Darwin NT 0801 Australia 
| establishment of | Name 
B industries which — | Address 
= will contribute to 
— S9 economic growth. 
In the | -onpeny 
s E Department are | Position 
i. == expert personnel | Area of Interest 





How to make a great hotel 
Im a little bit better . . . 





Siam Lodge Group of Hotels 





Hyatt Regency Pusan 





Hotel Rebar Crown Taipei 
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Karachi Sheraton Hotel 


The Manila Peninsula 
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Hilton International Bangkok The Kowloon Hotel Siam Inter-Continental The Westin Chosun 


REVIEW 





Hongkong Hilton Hotel Hyatt Saujana The Manila Hotel Hilton International Taipei 
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The Regent Kuala Lumpur Shangri-La Hotel. KL Hotel Indonesia Avari Hotels, Karachi-Lahor 
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Howard Plaza Hotel Taj Coromandel Hotel Central Plaza Hotel Kuala Lumpur Hilton 
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Our client, an international property and hotel group, has embarked on E | a 

a major expansion plan in the Pacific Rim. A proposed four-star hotel de- | 
velopment project in Hong Kong has led to the requirement forahigh — 5 uM 
calibre individual to oversee the construction programme and play a — | abes rcu 

leading role in the inception ofthehotel, — g Jw; INTERNATIONAL EXECUTIVE EDUCATION PROGRAMS 


Reporting to the Board of Directors, the incumbent will be fully respon- 3 [ Building on four decades of experience, we bring together 
sible for coordinating the project, liaising closely with architects, consul- E B world-class faculty and senior business leaders who live 
tants, contractors and suppliers. In establishing this superior facility, the M | Vales an anders Aaa and Win Dania Gaina 
appointee will introduce optimum systems and staffing levels, andact M. work, or have an interest, " Asia and the Pacific Region. 
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as the General Manager of the hotel. 





Suitable candidates should be senior hotel management executives, 
with at least ten years’ experience in the industry. Possessing a relevant 
tertiary academic qualification, they should ideally have a proven track 
o. recordin launching new hotel projects, Nationality is not important, but 
_» ‘fluency in English and excellent communication skills are a prerequisite. 


Advanced Management Program 
June 24 - July 27, 1990. B 

A five week program for senior level executives. Participants 
develop fresh perspectives for senior managerial decision- 
making and understanding of the dynamics of doing business 
in Asia and the Pacific Region. 


Executive Field Study in Asia 
An exploration of the Asian business environment. Program 
brings executives into the boardrooms and assembly lines of 
Asian industries. This experience will enhance their strategy 
formulations for doing business in the region. 


International Banking & Finance 

July 1-28, 1990 | 

A four week program for mid-level executives. Program 
provides comprehensive training in new concepts, institutions 
and modes of financial transactions associated with offshore 
banking and multinational corporations. includes a week of 
bank visits and seminars in California. 


International Business: U.S. & Asia 


Hany PE RAIA rpm RR 






... This position can open the door to long term career opportunities with 
< the group, and the successful candidate can expect to receive a very at- i 
s “tractive remuneration package. ab a 


Please reply in strict confidence with full resume and contact telephone 
<> number to: | Uo 


$ SP Eliza Cheng 
"net £c Whir Ernst & Whinney 
Erst & Whinney Executive Search Division 
Management Consultants 1 5/F Hutchison House 
E . Hong Kong _ 









July 1-20, 1990 hys 
A three week program for mid-level executives. Focuses on 

Skills development in cross-cultural management, international 
marketing and multinational corporate strategic decision-making. 
Participants in the above programs whose native language is not English must be fluent 
in conversational English and be able to read and understand substantial study and 
reading assignments, A six week intensive English program Starting in May, 1990, is 
availabie for those who may wish to sharpen their English business language skills. 


Japan-Focused MBA 

August 1990 - November 1991. | 

A full-time accredited MBA program that balances the practical 
and theoretical requirements for successfully doing business 
with the Japanese, This intensive 15-month curriculum 
includes Japanese language and culture courses and an 
internship with a major corporation in Japan. Requirements: 
Accredited bachelor's degree, TOEFL & GMAT. 


Property 





| FLORIDA investment. opportunity 
| Gulf Stream Hotel overlooks park 
vA Intracoastal Waterway. 116 rms. 
120-seat dining room; 2.8 acres. 
$5 million. Colin Ritter, R/A, 
BRACKETT. AYERS. REALTOR, 
1326 N. Dixie Hwy. No. 5, Lake 
Worth, FL 33460 s. USA 4 
FAX4075868794 


MARCO ISLAND, FLORIDA. 

BEACHFRONT PENTHOUSE 
3 bedrooms — 3 1/2 baths 

© 2,500 sq. ft, air conditioned | 
Be 4,000 sq. ft. landscaped balcony 

*Marco Beach Waterfront Prop. 
"11012 N. Collier Blvd. Marco Is. Fl. |. 
(813-394-0836 FAX 813-642-0006 
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m | Business Opportunity 


- FORECASTING: 
STAYING AHEAD 
OF THE GAME 


-Curancy Confidential i& a weeky forecasting i 
venice for dealers, corporate teasurers and wo- 
business people, it shows how you and your 
company canbanefttroóm currency fluctuations 
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Media maverick going strong 


When former US president Ronald Reagan 
spent a week last month in Japan at the per- 
sonal invitation of Nobutaka Shikanai, the 
chairman of the Fujisankei Communications 
Group, the rival media groups hardly cover- 
ed the story. This is partly because Shikanai, 
77, has always been something of a maverick 

auus i the Japanese com- 
munications business, 
taking a more virulent 
anti-communist line 
in his newspapers 
than the mainstream 
groups are prepared to 
do. 


He rose to promi- 
nence after 
| War II by spearhead- 
ing the campeign by 





Nikkeiren, the employers' organisation, to 


suppress communist-led trade unions and 
went on from there to run Nippon Broad- 


casting, the largest private radio network, . 


before taking over control in 1958 of the daily 
newspaper Sankei Shimbun, which Asahi, 
Mainichi and Yomiuri were doing their best to 
suffocate. — 

Sankei was the only one of the big four 
which refused to open a bureau in Peking in 
the mid-1970s on the Chinese Govern- 
ment's terms. The Fujisankei group, which 
includes Fuji Television, has grown into 


Japan's largest media conglomerate with - 


annual revenues of about Y700 billion 
(US$4.9 billion). 

Shikanai stepped down as chairman in 
1985 but returned to the job after his son 
Haruo died of a liver ailment in April 1988. 
He is expected to retire soon to devote his 
time to his generous sponsorship of the arts. 
His successor and son-in-law, Hiroaki (who 
assumed Nobutaka's family name) from the 
Industrial Bank of Japan, is already joint 
chairman and chief executive at 44. 


General's new controls 

Taiwan's chief of general staff, Hau Pei- 
ts'un, 70, has finally stepped down after an 
unprecedented eight years in office — four 
more than regulations allow. The Kiangsu- 
born general will become defence minister, 
kicking upstairs the incumbent, Cheng Wei- 
yuan, who will become military adviser to 
the president. 

Unlike the chief of staff, the defence 
minister is answerable to parliament. This 
could make for some lively hearings, given 
the general's notorious temper. Hau's influ- 
ence in the military seems unlikely to di- 
minish as he will maintain his control over 
the training and promotion apparatus of all 
three uniformed services as well as over the 
police and intelligence establishments. More 
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A businessman i 


World . 


than 75% of Taiwan’s serving ; generals were 
reportedly appointed by Hau. 

A graduate of the famed Whampoa mili- 
tary academy in China, Hau distinguished 
himself as a divisional commander when 
the Chinese communists bombarded the 









Taiwan-controlled fortress island of 
Quemoy. Fluent in English, he has cut quite 
a dash on his annual military procurement 


trips to the US, where he and his family were 


lavishly feted by military « ontractors. 






/ be 
Mochtar. Riady, 60, Indonesia's best known 


"banker, rarely courts publicity. Butin. 





ch in Hongkong, the chief 
executive director of Bank Central Asia (BCA) 
and of the Lippo Group of insurance and fi- 
nance companies made the rather astonish- 
ing prediction that one day Jakarta could be- 
come the "third financial centre of Asia." 
Riady stands to benefit enormously ifthat 





proves tobeeven partly thea case. BCA and the 
Lippo Bank have been among the most 
dynamic private institutions in attracting 
business away from Indonesia’s state banks 
since a sweeping financial deregulation pac- 
kage was enacted in October 1988. A 
graduate of the Chun Yang University in 
China, the Indonesian-born Riady has been 
a banker most of his life, benefiting particu- 
larly from his close ties to billionaire Liem 
Sioe Liong. 

Together with the equally outward-look- 
ing Liem, he is a major shareholder in Hong- 
kong’ s First Pacific Co., and back in the early 
1980s the Lippo Group bought stakes in the 
Hongkong Chinese Bank Corp. and, some- 
what peculiarly, in the Worthen Banking 
Corp., a lender based in Little Rock, Arkan- 
sas. Riady has left management of Lippo's 


_ overseas operations to his son Stephen, who 
‘recently helped Lippo engineer the buy-out 


of Matheson PFC, a unit trust arm of Jardine 
Matheson. 
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Dragged-i in heir 


If the job of managing director of Hongko 
Dragon Airlines (Dragonair) had been a 
vertised, it could well have included t 
statement: no airline experience necessar 
The job became vacant on 6 November f. 
lowing the sale of a 37.876 stake in the yet- 
be-profitable airline by shipping and pro 
erty magnate Sir Yue-kong Pao. 

The buyer of the stake in the tiny, foi 
aircraft airline, started in 1985, was Rone 
Chao Kee-young who, though previous 
holding 26.53% of the airline's equity ai 
listed by Dragonair as an executive direck 
has until now had little or nothing to do wi 
running the airline. Chao's father is textil 
tycoon Chao Kuang-piu, creator of a a 
porate empire headed by Novel Enterpris 
of which Ronald is managing director. 

Heir-apparent Ronald, who is in his nx 
40s and has a BSc degree from Tokyo Ui 
versity and an MSc acquired in the US, is: 
puted to stick to his father's family-oriente 
open style of management. —— 

Speculation is that Ronald's. curre 
64.3395 stake may be reduced, but "x 
another purchaser emerges, he may fi 
his share of Dragonairs HK$600 milli 
(US$76.9 million) paid-up capital testing 






old adage: to make a small fortune in the : 


line business, start with a big fortune. _ 


Same job; different mandarir 
British diplomat Tony Galsworthy, 44, 
rived in Hongkong on 7 November as | 
new British head of the Sino-British Jo 
Liaison Group (JUG). The JLG is a diplom: 
body set up to consult on the implemer 
tion of the 1984 Sino-British Joint Declarati 
on the future of Hongkong; which will be 
turned to China in 1997... 

Cambridge-educated Galsworthy t 
tered the British foreign service in 1966 
the Far Eastern desk and studied in Hoi 
kong as a language , 
student in 1967. Much | 
of his career has been | 
devoted to China and | 
Hongkong and he | 
was closely involved 
in the 1982-84 Sino- 
British negotiations on 
the future of the col- , 
ony. | 

In 1984 he was 
made head of the 
Hongkong desk at the Foreign and Co 
monwealth Office. Two years later he ` 
came the principal private secretary to tł 
foreign secretary Sir Geoffrey Howe. Befi 
being posted to Hongkong, he took a ye 
sabbatical at the Chatham House Institute 
Foreign Affairs in London where he wrol 
treatise on the JE declaration. 
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Today, the spirit of Korea rides the wings of the most advanced aircraft in the world. Korean 
Air’s all-new Boeing 747-4005. They fly farther, faster and they join one of the world’s most 
modern fleets in spanning the globe to 40 cities in 19 countries. Keeping at the forefront of 
technology is part of being the best. That's the spirit of Korea. That's the spirit of Korean Air. 


FLYING THE AIRCRAFT OF TOMORROW 
TO THE WORLD TODAY. 
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THE SPIRIT OF KOREA IS IN THE AIR 





The pencil costs 14€. 
The eraser, millions. 


Mistakes make products late, more expensive and inferior. 
Leaving customers dissatisfied, reputations damaged. Since there 
are no quick fixes, only costly ones, what's a business to do? 

At the CIGNA Property and Casualty Companies, we have a very 
basic goal: Get it right 
2 the first time. 

2 Granted, nobody's 
2X perfect. But it's surprisin 

> how many mistakes car 

| be prevented. 

! By working to find th. 

best solution, rather tha 

the most expedient one. 

Whether we're 
providing protection foi 
small and medium-size 
businesses, or meeting 
the risk management 
needs of the largest 
corporations, the 
benefits are the same: 
Answers that are fast 
and accurate. Service that is responsive. Value that is real. And 
customers who are satisfied. Anything less would be a big mistake. 

To learn more about the CIGNA Property and Casualty Companies, 
contact the CIGNA office nearest you. 

After all, anyone can pay for lots of pencils. But who can afford 
all the erasers? 
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HOW LONG IS LONG TERM? 


The answer is another question: how 
long do you need us for? Because, unlike 
other banks, The Long-Term Credit Bank of 
Japan will follow your business through 
from start to finish, until all your plans are 
successfully realized. 

That's a policy that has helped us 


become one of the world’s top 20 wholesale 
banks with over 60 offices around the globe. 
We were originally established in 1952 
to ensure a steady flow of long-term funds 
for industrial growth. 
Now we've expanded to operate in 
Long-Term Corporate Financing, Merchant 
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Banking Services such as Project Finance, 
Mergers and Acquisitions, Leasing, and 
Investment Advisory Services, as well 
as a full range of additional Banking 
Services. 

Why not get intouch with LTCB and find 
out what lengths we'll go to for you? 


The Long-Term Credit Bank of Japan, Limited 


Head Office: 2-4, Otemachi 1-chome, Chiyoda-ku, Tokyo 100. Tel: (03) 211-5111 


Telex: J24308 


Branches: Hong Kong (5) 285670 Singapore 535-9633 Subsidiaries: LTCB Asia Limited (5) 285670 
LTCB Australia Limited (02) 251-3544 LTCB Merchant Bank (Singapore) Limited 533-8111 
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Amnesty for the assassins 

Manik de Silva's report on the recent crime 
wave sweeping through Sri Lanka's security 
forces [Curb the culprits, 9 Nov.] ignores 


crimes of a far greater significance: the brutal 
execution of suspected "subversives" and 


reprisal killings of civilians, widespread dis- 
appearances, and the routine torture of poli- 
tical detainees — all carried out by members 
of those same security forces and by govern- 
ment-backed vigilantes. 

If Lieut-Gen. Hamilton Wanasinghe is 
really concerned about "declining standards 
of discipline" in his armed forces, he had 
better look deeper into some of the latest 
horror stories. Recent reports indicate that 


apanaman nananana A a near eie ia maa anaana anaa aaa aaan aaa manamana an aana 


the hündreds of persons who have disap- 


peared in the past few months are now turn- 
ing up charred and headless in Kandy, Tan- 
galle and Colombo. Referred to as “broil- 
ers," these prisoners are reportedly kept in 
secret detention camps as a ready supply for 
vigilantes who want to make a point. 

And while Deputy Defence Minister 


-Ranjan Wijeratne calls for a full investiga- 
tion into charges of corruption and other 


offences, Sri Lanka's notorious Indemnity 


Act guarantees that no security personnel. 


wil be prosecuted for human-rights 
abuses. Emergency regulations which per- 
mit the disposal of bodies without an in- 
quest make Wijeratne's promise of "no 
whitewashing" hard to swallow. 

There are no innocents among the par- 
ties to Sri Lanka's current nightmare, all of 
whom have committed serious human- 
rights abuses, primarily against the civilian 


population. However, the fact that the Sri _ 


Lankan Government continues to deny re- 
sponsiblity for its part in these abuses, yet 


finds it necessary to provide indemnity for 
‘those who have committed them, has omin- 


ous implications for national reconcilia- 


tion in Sri Lanka. More frightening is the- 


prospect of the continued and unchallenged 


service of those in the security forces who 


find they need that kind of amnesty. 
PATRICIA GOSSMAN 
New York | Asia Watch 
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Singapore flirts with danger 

The move by the Singapore Government to 
offer both air and naval facilities to the US is 
fraught with regional and global implica- 
tions. 

Given Singapore's limited air space and 
equally limited territorial waters, who 
would be blamed — Singapore or the US — 
should there be an incident involving a US 
naval vessel or aircraft in Malaysian/Indone- 
sian air space or sea lanes? Accidents can 
happen! Take, for instance, the incident in 
the Gulf where a US gunboat accidentally 
shot down an Iranian civilian aircraft. 

A US military presence would also pro- 
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vide new “ammunition” for some groups 
across the Causeway to criticise Singapore 
to gain political mileage: for example, 
by claiming that Singapore was the Israel 
of Southeast Asia. This could generate 
suspicion between Singapore and its neigh- 
bours. 

The US and the Soviet Union are sin- 
cerely trying to slow down the arms race, 
and end the Cold War. It would be ironic if 
while reducing their troops and weapons in 
the Europe, they intensified the arms race in 
Southeast Asia! 

A US military presence in Singapore 
would not only force the Soviet Union to 
stay put in Southeast Asia, but also would 
encourage China to seek a military foothold, 
thus forcing Japan to increase its military 
power, 

The two US bases in the Philippines 
should be gradually phased out. Clark Air 
Base could be converted and developed as 
an Asean joint venture to manufacture civi- 
lian aircraft, with the possibility of, say, the 
Boeing company transferring some aircraft 
manufacturing to Asean. The other mem- 
bers of Asean could provide the capital. 
Likewise, Subic Naval Base could be trans- 
formed into a commercial dockyard. 

The constant fear expressed by Singa- 
pore Government leaders that the closure of 
US bases would leave a power vacuum in 
Southeast Asia is unfounded. The same fear 





was expressed in 1968 when Britain with- 
drew its forces from Singapore. 

RASIAH THIAGARAJAH 

President 

Singapore National Solidarity Party 


Cambodia and the Khmer Rouge 
Readers might wonder where Ambassador 
Tommy T. B. Koh found that, “according to 
some academic estimates, about 80% of the 
[Phnom Penh] regime’s present cadres are 
former Khmer Rouge” [THE 5TH COLUMN, 26 
Oct.]. 

As an academic involved in Cambodia 
studies, I demonstrated three years ago that 
no more than about 20% of the Phnom Penh 
party central committee and a third of gov- 
ernment ministers and state council mem- 
bers were former Khmer Rouge. The “80%” 
figure is not an ad hoc guess by Koh, but this 
is at least its third manifestation in the Cam- 
bodia debate, and its origin needs to be pin- 
ned down before it becomes accepted as 
fact. 

In The New York Times [5 Aug. '89], Doug- 
las Pike argued that the Khmer Rouge have 
changed, and that since “about 80% of the 
present cadre structure [a misleadingly 
vague formulation] of the Phnom Penh gov- 
ernment are ex-Khmer Rouge,” Cambodia 
was not much threatened by the return of 
the Khmer Rouge. 


Pike's source may have been Naya 
Chanda’s Brother Enemy, in which the aw 
thor wrote in 1986: “Eighty percent of tk 
. .. Central Committee members are forme 
anti-French fighters (Khmer Issarak) allie 
with the Vietnamese"; but they are not at a 
the group which is now designated “Khme 
Rouge.” 

Chanda's source was a 1981 paper b» 
Stephen Heder who further emphasise 
that “80 percent of . . . Central Committe 
[CC] members are from provinces borderirw 
Vietnam, and 60 percent of the CC membes 
have spent twenty or more years in Vies 
nam." Heder's purpose was to make thi 
Phnom Penh government look bad becaus 
of its Vietnamese connections, and less af 
tention was given to the former Khme 
Rouge who, as Chanda wrote, formed “2+ 
percent of the Central Committee." 

Whatever the figures on "former Khme 
Rouge,” the important detail is that they ar: 
indeed former, having broken with Pol Pot a 
various dates between 1975 and 1978, whil. 
the Khmer Rouge friends of Pike and Kol 
are still what they have been since their vic 
tory in 1975. 

Perhaps a still more significant statisti 
which receives too little attention is that foll 
lowing expansion of the central committes 
in 1985, nearly 40% of the combined full anc 
alternate membership consisted of new 
(post-1979) party members with no pre-197t 
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oped state-of-the-art technology. This 
family of aircraft was designed so that 
their seating capacity can be extended 
from 46 to 70 seats in answer to airline 
passenger traffic fluctuations. 
GEOGRAPHIC PRESENCE: Keeping 
ahead of airline needs on 5 continents. 
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ATR 42-ATR 72 


The cooperation between AEROSPATIALE 
and AERITALIA has resulted in new air- 
craft ATR 42 and ATR 72, first editions of 
the ATR family. These new generation turbo- 
prop jets benefit from recently devel- 
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ommunist record, while the number of vet- 
with Vietnam connections declined to 
/o. By 1988 the same group of new people 
»was also holding nearly half the minis- 
rial posts, and an even larger number of 
@ub-ministerial and provincial leadership 
osts. 
=ulau Pinang, Malaysia MICHAEL VICKERY 
“allow me to reply briefly to the letter writers 
who have commented on my 5TH COLUMN 
26 Oct.]. 

First, my contention is that Vietnam in- 
mervened in Cambodia in order to impose 
vietnamese hegemony on Cambodia just as 

has done on Laos. I have, however, never 

enied that an incidental result of the inter- 

'ention was an end to the oppressive and 
»xrbarous rule of the Khmer Rouge. 

Second, Singapore never had any illu- 
»ions about the nature of the Khmer Rouge. 
"Jnlike some members of the US Left, we 

aave never described them as “agrarian re- 
Wormers,” 

Third, I do not dispute that life under the 
WHeng Samrin regime is better than under 
EP Khmer Rouge. It does not, however, fol- 

ow that we should therefore recognise the 
wegime. We should not recognise the regime 
because it is an illegitimate regime created by 
san invading army. Let the Cambodian 
perm enjoy the right of self-determination. 
t them choose their government in a free, 


fair and democratic election. Liberate Cam- 
bodia from the clutches of Vietnam so that it 
will, once more, be a free, sovereign and in- 
dependent state. 
Washington TOMMY T. B. KOH 
The notion propounded by Gary Klint- 
worth [THE 5TH COLUMN, 5 Oct.] that Viet- 
nam's invasion of Cambodia can be justi- 
fied under the principle of "humanitarian 
intervention" needs to be critically assess- 
ed. 

In order for Vietnam to invoke this prin- 
ciple, it needs to demonstrate that the intent 
of its 1978 invasion was solely humanitarian. 
In this regard, two important questions 
need to be examined. First, did Vietnam 
prior to its invasion of Cambodia in 1978 
consistently and strongly object to Pol Pot's 
violation of human rights in Cambodia? Sec- 
ond, can Vietnam demonstrate that it had 
no other motives in its invasion and occupa- 
tion of Cambodia? 

It is not good enough to argue, from a 
legal perspective, that Vietnam's interven- 
tion "happens" to be humanitarian. For a 
principle (in this case, the principle of 
humanitarian intervention), to supersede a 
fundamental principle of the UN Charter — 
the principle of non-violation of state 
sovereignty — that principle has to be 
clearly defined and unequivocal, both con- 
ceptually and in its application. 


Hence, unless it can be demonstrated 
that Vietnam's intent was solely humanita- 
rian, Klintworth's thesis that the invasion 
was an act of humanitarian intervention is 
simply an ex post facto justification for an act 
of armed intervention contrary to the ac- 
cepted principles of international law. 
Canberra DESMOND KOH 


A failure by colonial design 

Why does Conrado de Quiros [THE 5TH COL- 
UMN, 2 Nov.] think there is a parallel be- 
tween the socio-economic and political set- 
ups of Singapore and the Philippines? One 
is a young and small city state, the other is 
an archipelago of 59 million culturally and 
linguistically diverse people. 

Singapore Prime Minister Lee Kuan Yew 
may have had a Philippine counterpart in 
Ferdinand Marcos but the latter was a miser- 
able failure, like the others before him, not 
by fatal stroke of destiny but by colonial de- 
sign. Just as the Aquino government is ap- 
parently bound to fail. 

One cannot help but agree with Singa- 
pore Trade and Industry Minister Lee Hsien 
Loong’s suggestion that our democracy “did 
not replicate true American democracy sim- 
ply because it was not intended to." One 
wonders why the Americans did not be- 
queath us their system of "federalism" (local 
autonomy), which could have worked 









TECHNICAL PRESENCE: a maintenance 
network ensures a round-the-clock availa- 
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wonders among our regionalistic and dan- | | 
inish populace? x 


Our highly centralised government 
then and now, in collusion with the Filipino 
elite, submits itself willingly as an instru- 
ment of colonisation and protects the 
narrow interests of its benefactors, while 


the majority in the countryside wallow in | | 


agriculture-based poverty. Combine all 
this with Filipinos’ craze for everything 
American and you are confronted face to 





face with a hybrid race that is distinctively oe 


Filipino. | 
Manila RAFAEL V. NABOR 
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I disagree with the writer of The perils of 


| 
Claims are hard to credit | 
| 
| 


plastic [INVISIBLE HAND, 19 Oct.] that "banks 
are issuing credit cards to customers earning 
less than US$6,000 a year in middle-income 
Asian countries, like Singapore." If this fi; 
ure is true, almost every worker in Singa- 
pore would have access to a credit card. 
Under the rules of the Monetary Authority 
of Singapore, only those having a minimum | 
.annual income of $$24,000 (US$12,000) are - 
eligible to apply for credit cards. | 
Nor do I agree with the statement that, 
“In tiny Singapore, five banks are issuing | 
VISA cards." A quick check with my local 
business magazine tells me that there are 10 
-banks which issue VISA cards. Your corres- 
-pondent should do his homework more 
thoroughly before writing about tiny Singa- — 











Shameful silence on violent incident 
When was in Pakistan in August, an unfor- 
tunate — but not unusual — incident was 
- reported in the press. Two women of the | 
underprivileged class were gang-raped by 
police officers in Mandi Bahauddin, Punjab. 
The police then tried to hush up the incident | 
through intimidation. | 
The irony is that neither the country's | 
female prime minister nor the self-pro- | 
claimed. saviour of Pakistan, Punjab Chief | 
Minister Nawaz Sharif, said or did anything | 
about the crime. All the two leaders did was | 
| 
| 
i 


| 
| 
| 
Singapore DICKSON HENG 
| 
| 
| 


insult each other. 

When a society's moral fabric deterior- 
ates to this level, it does not deserve to be 
called civilised, let alone Islamic. | 
Tokyo MALIK SARWAR 


Corrections | 
Hitachi plans to start mass production of 4- 
megabit DRAM chips at the rate of 1 million a 
month from the summer of 1990, rather than the 
endof March, as stated in Too many memories 
[9 Nov.]. 


. The photograph with Generals, halt![16 Nov.] 
shows Tatwan soldiers, not South Koreans as 
. stated. | 
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The campaign for 
the first islandwide 
- elections for 
Taiwan's legislature 
and local 
governments is 
in full swing. 
Being the first 
extensive polls 
since the repeal of 
— — —  — Martial law, the 
legitimisation of opposition parties and 
the opening up to China, they are 
a significant step in the process 
of democratisation in Taiwan. Taipei 
bureau chief Lincoln Kaye describes 
the strategies of the ruling Kuomintang 
(KMT) and the opposition parties and 
tenor of the intense campaigning. While 
the KMr is harping on its record of 
economic success, the opposition is 
exploiting the disparities created by 
the property and securities boom. 
Correspondent Jonathan Moore describes 
the likely government moves to prop up 
the markets until after the 2 December 
polling date. The KMT is concerned with 
its likely margin of victory, while the 
opposition's aim is to increase its share 
of the vote. Despite the fury at the hustings 
and vast funds spent, very little real 
power is up for grabs, as the meaningful 
voting will take place next March when 
the national assembly chooses the 
president. 19 





Cover illustration by Liliane Tsui. 
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Tougher Line on Aid 


Indonesia’s cosy relationship with its aid 
donors has generally involved few 
questions about basic human rights so 
long as the debt is managed well. But the 
incoming chairman of the 14 member 
Inter-Governmental Group on Indonesia 
(IGGI), the Netherlands’ new Minister for 
Development Cooperation, Jan Pronk, has 
a past record of being more forthright on 
the social and political inputs to aid. A 
former deputy secretary-general of Unctad 
who served on both the Palme and Brandt 
commissions and is now a Labour party 
MP, Pronk joined the cabinet with the new 
Centre-Left coalition under Prime Minister 
Ruud Lubbers. Pronk held the same 
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Mahathir and the Tunku (10). 





Regional Affairs 


Malaysia : Malay Unity 

Reconciliation gestures between Prime 
Minister Mahathir and opposition rival 
Tunku Razaleigh, based on the need for 
Malay unity, are seen as setting the stage 
for an early general election 10 


Hongkong : Corruption 

Senior lawyers in the territory's Legal 
Department and officers of the Commercial 
Crimes Bureau come under investigation 
by theauthorities 11 


Hongkong: China 

Peking intensifies its attacks on the colonial 
government and calls for safeguards 
against subversion from the future special 
region after sovereignty is returned in 

1997 12 


portfolio in 1973, when his lectures to 
Indonesian student activists were 
regarded as influential at a time of 
mounting student activism. He is expected 
to raise similar issues at the upcoming IGGI 
meeting, where next year's special topic 
will be "Towards sustainable poverty 
alleviation." 


Hard-liners on Japan 


The understaffed office of the US Trade 
Representative (USTR) will soon lose 
deputy assistant USTR for Japan and China, 
Glen Fukushima, a hardworking Japanese- 
American and a specialist on Japan. 
Fukushima has not got along with his 
immediate boss, assistant USTR for Japan 
and China, Joseph Massey, whom he has 
upstaged, or with USTR Carla Hills. 
Disagreements between Fukushima and 
Massey have not always been policy- 
related but Massey, who is likely to 
reassert his authority, is considered 
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i Philippines : Referendum 


A truncated autonomous region of Muslim 
Mindanao is likely to result from the 
recent referendum in the area 13 


Defence : US-Japan 

A new study urges Washington to pursue 
defence co-production agreements with 
Asian countries to avoid competition. 
Meanwhile, the Japanese defence 
establishment is increasingly vocal about 
developing its own industrial base 24 


Singapore : Detainee 

Political prisoner Teo persists with her 
attempts to gain freedom through the local 
court system 26 


Afghanistan : Pakistan 

Elements of Pakistan's intelligence services 
continue to support the mujahideen's 
drive for a military victory 31 


Indonesia: Irian Jaya 

After 20 years of integration as the 
country’s largest province, locals still 
benefit little from development. 
Meanwhile, ethnic Irianese increasingly : 
are being squeezed by transmigration 
settlers and other migrants 32 


Bangladesh : Politics 

Two major opposition groupings release 
lists naming allegedly corrupt members of 
the government 35 


Indonesia : Foreign Relations 
Jakarta and Peking move a step closer to 
normalising diplomatic relations 36 


tougher on Japan than Fukushima — 
though neither qualifies as a Japan basher. 
One speculation is that the generally 
harder-line Commerce Department and 
the US Congress will try to take the lead in 
US-Japan trade negotiations. 


Bridging the Timor Gap 

After finding a mutually agreeable 
compromise on oil and gas exploration 
along a disputed sea-bed boundary 
between Indonesia and Australia known 
as the Timor Gap, neither side can agree 
on where to sign the accord. Indonesia 
wanted it signed on Indonesian soil, while 
Australia was pushing for its Northern 
Territories. Now a compromise has been 
forged which will have both foreign 
ministers sign it in the air over the disputed 
area. The awkward arrangement will 
involve having an Australian air force jet 
fly Indonesia's Foreign Minister Ali Alatas 
from Bali to Darwin, where a reception will 
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be held. The next day Australia's Foreign 
Minister Gareth Evans will join the flight, 
sign the agreement in the air and land in 
Bali. 


Baibing, the 10th, was born in 1920 toa 
different mother. 


Copping out of Coopers 
The decision earlier this year by the British 


Brothers-in-arms office of accountants Deloitte Haskins and 


Yang Baibing, the ? Sells to opt out of a global merger with 
director of the ? Touche Ross and to pair up with Coopers 
People's Liberation and Lybrand instead, is not carrying much 
Army who was weight in Asia. Deloitte’s Asian regional 
recently made offices are expected to soon approve a 
secretary-general of link-up with Touche, becoming part of the 
the Central Military Deloitte Ross Tohmatsu International 
Commission (CMC), is network. This will give the new firm the 
widely reported to be | largest regional presence of any of the Big 
the brother of Yang Shangkun. Six accounting partnerships. 

President Yang 


Wary of the Wall 

South Korean officials, concerned for the 
safety of President Roh Tae Woo, turned 
down a West German suggestion that 
during this month’s state visit he make a 
special stopover in West Berlin to watch the 


Shangkun, who now is also CMC first 
vice-chairman. In fact the two are half- 
brothers, the sons of a landlord in Tongnan 
county, Sichuan province, who had several 
concubines. Yang Shangkun, born in 1907, 
was the landlord’s sixth son, while Yang 
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flood of East Germans to the West, South 
Korean security officials were especially 
concerned about the presence in West 
Berlin of a sizeable number of South Korean 
leftists. West German officials made the 
suggestion in the hope that Roh's visit to the 
Berlin Wall would help dramatise the 
division of both Korea and Germany. 


Iranian Interests 
Thai officials are suspicious of a group of 
five Iranians who recently arrived in 
Bangkok — under the auspices of the 
Iranian Embassy — saying that they 
wanted to study rice-growing in the 
country. The officials think that the visit is 
more political than technical, and that the 
Iranians will be talking more to Thai 
uslims in the south than looking at rice. 
Most Thai Muslims belong to the Sunni 
sect, but there is a small minority which 
adheres to the Shia sect, like most 
Iranians. 
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MALAYSIA 


Moves to promote Malay unity suggest early poll 


Noble gestures 





By Suhaini Aznam in Kuala Lumpur 


conspicous series of gestures in- 
tended to promote Malay unity 
and intra-communal reconciliation 
marked this year's United Malays 
National Organisation (Umno [Baru]) gen- 
eral assembly. To some analysts, it also sig- 
nalled the effective start of the next general 
election campaign. 

Prime Minister Datuk Seri Mahathir 
Mohamad made the first move when he an- 
nounced his willingness to meet his political 
rival Tunku Razaleigh Hamzah to discuss 
Malay unity. Razaleigh, who now heads the 
rival Semangat '46 party, responded posi- 
tively, saying he would approach the meet- 
ing with an open mind. The idea that the 
two should meet came from Tunku Abdul 
Rahman, Malaysia's first prime minister, 
whom Mahathir met for an initial round of 
conciliatory talks on 11 November. They dis- 
cussed the need to mend fences for the sake 
of Malay unity, and Mahathir observed tra- 
dition by kissing the Tunku's hand upon ar- 
rival and departure, a sign of deference to 
the elder statesman. 

For his part, the Tunku accepted Maha- 
thir's invitation to attend the opening of the 
Umno (Baru) annual general assembly. 
However, the Tunku later told the press that 
he came "as a member of Semangat '46, and 
I will remain a member of Semangat '46 to 
the end of my days," effectively quashing 
any speculation that he may himself join 
Umno (Baru). 

To what extent both sides are committed 
to making the unity talks a success remains 
unclear. Razaleigh reminded reporters that 
Semangat '46 had forged the Angkatan Per- 
paduan Ummah (Muslim Unity Movement) 
alliance with the opposition Parti Islam 
(Pas), which now offered itself as the rally- 
ing point for Malay unity. Equally, Maha- 
thir, while offering to talk, reminded dele- 
gates of the "heavy burden we have to 
carry" caused by those who had dragged 
Umno to court — a reference to the bitter 
court case in 1988 that followed the deregis- 
tration of the original Umno and which led 
to creation of Umno (Baru) and Semangat 
'46. "We should not forgive them, but we 
are willing to curb our emotions," he said. 

Whatever the motives behind inviting 
Razaleigh to talks, Mahathir has emerged as 
the magnanimous leader seeking to end his 
differences with an opponent. His gesture 
also placed Razaleigh in the position of ap- 








10 


pearing churlish if he refused to meet, yet 
unable to ditch his new allies without com- 
pletely losing credibility. 

Delegates to the Umno (Baru) assembly 
were also sceptical about these fence-mend- 
ing gestures, and many urged caution. Sev- 
eral fiercely fought by-elections since have 
only heightened animosity between the two 
rival groups. While keeping the door open, 
Umno (Baru) delegates urged their leaders 
not to be over zealous in wooing Semangat 
'46 supporters. "Let us not be a rubbish bin 
party, let it be misconstrued as a sign of 
weakness and desperation," a Negri Sembi- 
lan delegate said. 

In a further move suggesting wariness 


[Ld 
v 


n 


Mahathir and the Tunku: deference. 


on the part of many delegates over the re- 
conciliation call, an additional clause to the 
motion of thanks on the presidential ad- 
dress was inserted requiring any proposal 
reached between Mahathir and Razaleigh 
entailing changes to the party be brought 
back to the assembly for ratification. This 
could effectively block reconciliation, even if 
genuinely desired by the leaders of both par- 
ties, as middle-level Umno (Baru) chieftains 
are worried about losing their newly ac- 
quired positions in a larger pool of talent and 
ambition. 
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Addressing wider national issues, Maha- 
thir urged moderation among the Malays, 
reminding them Malaysia was a multi-racial 
country. Malays, all of whom are Muslims, 
need not push for Islamic legislation to com- 
bat religious evils that could be better fought 
by faith and willpower, he said. Legislation 
alone was no guarantee of good behaviour, 
he said, citing examples of some Muslim 
women from the conservative Middle East 
who immediately donned mini-skirts when 
abroad, while their men preferred visiting 
Bangkok to staid Kuala Lumpur. 

"The real test of faith is when one is open 
to temptation but can resist it," he said. "So 
if the Chinese want to gamble, let them, if 
they want to eat pork, let them. We Muslims 
should strengthen our faith so that by exam- 
ple, we would win the admiration of others 
that they too want to become Muslims." It 
was not clear whether that message was 
targeted at Umno (Baru) delegates or was 
meant as a riposte to Pas, which has agitated 
for an Islamic state for the past few years 
and is now allied to Razaleigh's Semangat 
'46. 


evertheless, his reminders of 
Malaysia's multi-racial composi- 
tion — estimated at 61% 
bumiputra (indigenous Malay- 
sian, mainly Malay), 30% Chinese and 8% 
Indian — again drew attention to the possi- 
bility of an early election, widely anticipated 
for next year though not due until October 
1991 (REVIEW, 12 Oct.). Mahathir alluded 
several times to the need for unity among all 
levels of the party in preparation for polls. 
“What good is winning as divisional chief if 
your parliamentary or state seat later falls 
into opposition hands,” he stressed. 

Deputy Prime Minister Abdul Ghafar 
Baba was more succinct. “In view of elec- 
tions, I will only be in Kuala Lumpur two 
days a week — on Mondays and Tues- 
days,” he announced. “The rest of the time, 
I will be visiting you.” 

Delegates were also caught up with the 
prospect of an early election. Those who 
spoke urged national leaders to take into ac- 
count the views of local party chiefs when 
choosing potential MPs and state assembly- 
men. Many loudly objected to the practice of 
nominating “parachute candidates” from 
outside the constituency on the basis of their 
ministerial qualities. In the rural areas this 
counted for little and could lead to defeat, 
one warned. 
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: There was also considerable debate on 
she New Economic Policy (NEP) — an affir- 
mative action programme favouring the 
numericaly dominant but economically 
backward bumiputras (REVIEW, 22 June). As 
the last assembly before the present NEP ex- 
pires and a successor 20-year blueprint 
is formulated, delegates spoke strongly 
against any removal of the existing pre- 
ferential quotas. If anything, the present 
30% allocation should be raised, a few 
said. 


A delegate from Kelantan described the 


dualism of Malaysia's economy, with 
bumiputra entrepreneurs mainly confined 
to the peripheral, small-scale industries 
while the mainstream sectors remained 
chiefly controlled by non-bumiputras. The 
bumiputra entrepreneurs must be brought 
into the mainstream, he urged. Others 
dwelt at length on poverty in rural areas, 
saying there was no excuse for it after 32 
years of independence. 

Mahathir himself seems to have re- 





MONGKONG 1 


Colony rocked by law-enforcement scandals 







T he Hongkong Government's Legal 
Department has been thrown into 


disarray as a number of the depart- 
ment's senior lawyers have come under in- 
vestigation by law-enforcement authorities. 
Similar difficulties plague the Royal Hong- 
kong Police's Commercial Crime Bureau 
(CCB) which, as a result, has undergone a 
major reshuffle of top officers. Morale in 
law-enforcement agencies is low, and their 
effectiveness is being widely questioned. 

In the past few months, Attorney-Gen- 
eral Jeremy Mathews has been under much 
pressure as a result of the problems facing 
his department and the apparent break- 
down of his marriage. In early November, 
just before taking three weeks' holiday, he 
felt it necessary to deny rumours that he was 
about to resign and to explain publicly the 
status of his personal life. 

In addition to Mathews' role as head of 
the Legal Department, he also serves as 
Governor Sir David Wilson's top legal ad- 
viser and as an ex-officio member of the 
Hongkong’s policymaking Executive Coun- 
cil (Exco) and its lawmaking Legislative 
Council co). 

Investigations of some Legal Department 


staff by the Independent Commission. 


Against Corruption (ICAC) surfaced a few 
weeks ago when it was revealed that at least 
one senior lawyer in the department was 
under investigation in connection with cer- 
tain complex, and highly publicised, com- 
mercial crime cases. 

A source told the REVIEW that “less than 
10 people” were being investigated by the 
ICAC in connection with these cases. Of 
these, the source said, "less than five" 
worked in the Legal Department. It was 
learned that at least two senior lawyers in 
private practice are also under investigation 
by the ICAC in connection with the cases. 5o 

far no one has been charged. 
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Under Hongkong’s Prevention of Brib- 
ery Ordinance, it is an offence to reveal de- 
tails of ongoing ICAC investigations or to 
identify people under investigation. The 
ICAC, which by law must investigate all re- 
ports of corruption from the public, says 
such restrictions are necessary to protect the 
reputations of people under investigation 
who might be mistakenly or maliciously ac- 
cused. 

It is this provision which has prevented 
the media here from reporting the case — 
despite its enormous importance to the pub- 
lic, News organisations which have alluded 
to the case in any way were visited by 
ICAC officers, who reminded editors of the 
restrictions on the press. 

The cac investiga- 
tions have been more 
openly referred to in the 
New Zealand press, 
which is not bound by 
Hongkong law. A senior 
Hongkong Legal Depart- 
ment lawyer under ICAC 
investigation had applied 
for the top job in New 
Zealand's newly created 
Serious Fraud Office. 
Wellington newspapers 
named the lawyer and 
said he had been the 
State Services Com- 
mission’s preferred choice for the post. 

ICAC officers raided the Legal Depart- 
ment in late October and early November 
and took away several boxes of material. 
The icac investigations, and suggestions 
that arrests were in the offing, have dealt a 
devastating blow to morale at the Legal De- 
partment, which remains under a shadow 
because of a sex scandal involving yet 
another of the department's senior lawyers. 

On 2 November, Mathews met senior 
staff members to dispel rumours that more 
people at the department could be impli- 
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covered both his political and physical 
health, the latter after heart surgery early 


this year. His own position within the party _. UR 


still appears unassailable, despite undercur- 
rents of rivalry among his cohorts. In the 
backroom jostling for succession between 
personalities and camps — that between. 


Deputy Prime Minister Abdul Ghafar Baba _ E 


and Education Minister Anwar Ibrahim 
being the most evident — all lines ran 
straight to Mahathir, seeking and needing 
his endorsement. a 


cated in the ICAC probe. The day before, 
Mathews gave an interview to a local Eng- 
lish-language newspaper to deny rumours 
that he was going to resign. He also dis- 
closed that his marriage was over and that 
he expected eventually to marry the depart- 
ment's information officer. The following 
day Mathews’ wife told the press her mar- _ 
nage was not over. 2 

Some government officials and Exco 


members were annoyed by Mathews’ dis- - E 


closure of his private life, which they feltwas — : | : 
unnecessary. One retired senior official said — . 


Mathews’ “judgment has always been sus- 
pect.” 

Mathews’ troubles first began bubbling 
to the surface in September when an Eng- 
lish-language newspaper here publishedex- — 
tracts of tape-recorded telephone calls ob- 


tained in a police investigation into the ab - : : 
leged criminal sexual misconduct ofChristo- > 


pher Harris, a former senior crown counsel 
in the Legal Department. After seeking the 


advice of an independent counsel — stand- Ur 


ard procedure when a lawyer in the Legal - E 


prosecute. Harris was ef- 
fectively dismissed from — 
the department in early — 
May and took up private. 
legal practice. Police then 
abandoned the investiga — 
tion. | 

The newspaper ex- 
posé caused a public row 
and deeply embarrassed 
Mathews and the Legal 
Department. On 18 Oc- 
tober, Mathews told 
Legco he had reversed his earlier decision 
not to prosecute Harris because the inde- 
pendent counsel — known to be Henry Lit- 
ton QC, a former chairman of the Hong- 
kong Bar Association — had changed his 
advice on having the police file resubmitted 
to him by Mathews. — 

Mathews denied allegations that the po- 
lice investigation into the Harris case was > 


“improperly terminated." He bore "full re- ` 


sponsibility for the views of the law taken ~ : 


and for all consequent decisions.” Secretary - e 


for Security Geoffrey Barnes told Legco that 
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Department is suspected — | 
of committing a criminal. 
offence — Mathews de- ^. 
cided in late April not to > 
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the police decided to halt the investigation 
only because they believed they had already 
gathered sufficient evidence to prosecute. 

Harris, who had left Hongkong after the 
newspaper revelations, voluntarily returned 
on 22 October and surrendered to the police. 
He appeared in court the following day and 
was charged on three counts of incitement 
to procure girls under the age of 21 for un- 
lawful sexual intercourse. On 7 November, 
Harris sought a stay of proceedings, and the 
case is scheduled for trial in January. 


he CC8 has also had its share of prob- 
| lems. In early September, a shake-up 
took place at the CcB in which Chief 
Superintendent Russ Mason, who led the 
bureau, was transferred to administrative 
duty. Another CCB officer had already been 
suspended from duty and was under ICAC 
investigation. 

On 14 November, Dennison Kibble, 
editor of Target, a local business newsletter, 
was charged with disclosing the subject and 
details of an ICAC investigation into the CCB 
contrary to the Prevention of Bribery Ordi- 
nance Section 30(1). 

Earlier this year, another CCB officer was 
found guilty of a criminal offence. In June, 
Hongkong's Court of Appeals reduced a 
three-year jail sentence given to detective 
constable Ho Siu-fai by nine months. Ho 
had earlier pleaded guilty to conspiracy to 
solicit an advantage. The court had been 
told that Ho sought to sell papers concern- 
ing an investigation into the affairs of Hong- 
kong's Wing On Bank to people at the bank 
but failed. The defendant then made a simi- 
lar offer to Target, which called the police. 

A police source said the turmoil at the 
CCB had dealt a devastating blow to the 
bureau's operations. One likely conse- 
quence is that the ICAC will take up more 
cases normally sent to the CCB — but only if 
they come to the attention of the ICAC in the 
course of a corruption investigation. 

CCB officers often speak of a "rivalry" 
with the ICAC, which they fear is intent on 
taking over much of their work. Some CCB 
officers complain that they do not have the 
wide powers and the financial and man- 
power back-up enjoyed by the ICAC. Some 
officers simply do not have the expertise 
necessary to deal with increasingly compli- 
cated international commercial fraud cases, 
in which they are pitted against suspects 
protected by a battery of highly qualified ac- 
countants and lawyers. 

Another problem facing the CCB is the 
loss of experienced officers to the private 
sector. Police sources say some officers seek 
CCB postings because they provide them 
with skills which command high salaries in 
commerce. A chief inspector who recently 
left the force to join an international compu- 
ter corporation trebled her salary to more 
than HK$60,000 (US$7,692) a month. 

Police sources said the problems in the 
CCB could affect pending cases, some of 
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which have attracted wide public interest. 
They include the trial of the former chair- 
man of the Union Bank, Oen Yin-choy, who 
was extradited from the US in early Novem- 
ber. Oen faces charges of false accounting 
and publishing false accounts related to 
bank loans totaling HK$235 million. 
Another pending Cc case follows its inves- 
tigation into the affairs of Jademan Holdings 
chairman Tony Wong, a newspaper and 
comic-book publisher. 

ICAC and CCB officers often complain that 
they lack support from the judiciary, which 
some claim lets white-collar criminals off too 
lightly. A remarkable number of prosecu- 
tions for major corporate crime have col- 
lapsed in court. 

In 1986, textile tycoon Yang Yuan-loong 
pleaded guilty to six counts of conspiring to 
cheat at gambling. He was given a two-year 


suspended jail sentence and fined HK$5. 
million, which he paid immediately b 
cheque. Trial Judge Frank Addison accepte 
defence counsel's assertion that Yang wa 
terminally ill with cancer — thus the sus 
pended jail sentence. Today, Yang is leac 
ing an active life in the US. 

In 1988, Leslie Turner, former executiv 
director of Barclays Asia, was given a one 
year jail sentence after pleading guilty to ac 
cepting HK$1.19 million in bribes in 1981-8 
from George Tan, then chairman of the nov 
defunct Carrian Group, and businessma: 
Victor Hwang. In February, after a publi 
outcry at the light sentence, the Court of Ay 
peals increased Turner's sentence by si 
months, saying the original sentence did nc 
properly reflect public condemnation « 
such activities and their impact upon the f 
nancial community. | 





China attacks Britain over alleged interference 


No more ‘concessions’ 





By Emily Lau in Hongkong 


P eking has intensified its attacks on the 








British Government's handling of the 

Hongkong question, ignoring the de- 
trimental effect such statements are likely to 
have on confidence and stability in the col- 
ony. 

‘in a series of statements, Chinese Gov- 
ernment officials have rebuked British Prime 
Minister Margaret Thatcher and Hongkong 
Governor Sir David Wilson for trying to “in- 
ternationalise" the Hongkong issue. China's 
official People's Daily newspaper said such at- 
tempts were against international law and in 
breach of the 1984 Sino-British Joint Declara- 
tion, under which Hongkong will be re- 
turned to Chinese rule in 1997. 


Lu: criticised Wilson. 
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Anthony Galsworthy, head of the Briti: 
team of the Sino-British Joint Liaison Grou 
a diplomatic body set up under the joi! 
declaration to consult and liaise on the in 
plementation of the accord, replied that tł 
joint declaration was between two countri 
and that there was no suggestion that tl 
Hongkong issue should be inte 
nationalised. 

The barrage of Chinese criticisms has i 
cluded questioning Britain's plan to off 
limited nationality to some Hongkor 
British subjects and a warning against intr 
ducing hasty political changes, which P 
king believes could affect "convergeno 
with the Basic Law, a mini-constitution f 
post-1997 Hongkong to be promulgated | 
the Chinese National People's Congress 
March 1990. 

The first salvo was the People's Daily ar 
cde on 18 November, which criticis 
Thatcher for raising the Hongkong issue 
the European summit in Madrid, the Grot 
of Seven economic summit in Paris and t 
Commonwealth Heads of Governme 
Meeting in Kuala Lumpur. The newspap 
also attacked Thatcher for discussing Hon 
kong in bilateral talks with the US presider 
and the Canadian, Australian and Japane 

rime ministers. 

The article also rebuked Wilson for 
speech he delivered in Washington in € 
tober in which he said Britain would 
handing the Hongkong administration ov 
to Hongkong people and not to Peking o! 
cials in 1997. He also called for continuing i 
ternational scrutiny of Hongkong's affairs 

Chinese official Lu Ping, a deputy din 
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tor of the Hongkong and Macau Affairs Of- 
fice under the Chinese State Council, criti- 
cised Wilson and insisted that sovereignty 
and administration were indivisible. In 1997, 
he said, China would resume its exercise of 
sovereignty and administration over Hong- 
kong and, after that, Peking would grant 
Hongkong a “high degree of autonomy." 

Two days later, the People's Daily 
ran another article containing similar 
attacks, saying Britain's motive was 
to use international pressure to frus- 
trate China's effort to resume 
sovereignty over Hongkong. The 
newspaper denounced suggestions 
that Hongkong should be monitored 
internationally and become part of 
the Commonwealth after 1997. 

It further said that Hongkong 
would be a domestic Chinese affair 
and that no country or international 
organisation would have the right to 
interfere. This begs the question of 
how Britain will exercise its obliga- 
tion to ensure that the 1984 joint dec- 
laration's provision for 50 years of au- 
tonomy for the territory is fully im- 
plemented. 

The article also attacked the 
British Government for inviting 
Western superpowers to intervene in Hong- 
kong affairs and castigated US politicians 
who wanted to participate in Hongkong de- 
velopments. The writer accused Britain of 
harbouring ambitions that Hongkong 
would, after 1997, become an independent 
or semi-independent political entity under 
British influence. 

Another deputy director of the Hong- 
kong and Macau Affairs Office, Li Hou, 
warned that a new provision might be 
added to the Basic Law to prohibit Hong- 


kong from becoming a base to subvert the 
central government in Peking and socialism. 
British and Hongkong sources said Li had to 
write self-criticisms following the 4 June 
massacre because of mistakes relating to 
Hongkong. 

Article 23 of the current draft Basic Law 
stipulates that Hongkong "shall enact laws 





Wilson with Foreign Minister Hurd: rebuked. 


on its own to prohibit any act of treason, sec- 
ession, sedition or theft of state secrets." 
However, Li also said the Chinese Govern- 
ment did not want Hongkong’s lawmaking 
Legislative Council (Legco) to be controlled 
by forces hostile to China, or to have a "Dalai 
Lama-style" government in Hongkong — a 
reference to the Tibetan leader's govern- 
ment-in-exile in India. 

In addition, Li said the Chinese were also 
considering barring foreign nationals from 
sitting on Legco. The joint declaration stipu- 





PHILIPPINES 


Muslims vote for 
autonomous region 


Pocket 
homeland 


By John McBeth in Marawi City, 
Mindanao 


t least three of the five Muslim-do- 
minated provinces in the southern 
Philippines are likely to form an au- 
tonomous region in Muslim Mindanao fol- 
lowing a 19 November referendum. The 
vote saw the predominant Christian popula- 
tion in eight other provinces opting to stay 
out of the self-governing zone. 
With final returns still being tabulated by 
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the Commission on Elections, Lanao del 
Sur, Maguindanao and Sulu all appeared to 
have ratified the organic act that creates the 
autonomous region, while the depressed is- 
land province of Tawi-Tawi remained in the 
balance as the REVIEW went to press. 

Elections for a regional governor, vice- 
governor and legislative assembly will be 
held on 30 March but, in the meantime, the 
Philippine army is bracing for a possible vio- 
lent reaction from the secessionist Moro Na- 
tional Liberation Front (MNLF), which has al- 
ready been held responsible for several pre- 
poll terrorist incidents. 

Basilan, an island of mixed Muslim and 
tribal voters, resoundingly rejected the legis- 
lation, and Muslims in the Lanao del Sur 
capital of Marawi — one of nine cities that 
voted separately from their provinces — 
also turned down the proposal following a 
"^vote-no" campaign waged by Mayor Majid 
Mutilam, the city's influential religious lead- 
ers and the powerful Alonto family, which is 
aligned with the opposition Nacionalista 
Party. 
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lates that heads and deputy heads of major 
government departments must be Chinese 
citizens but there is no nationality require- 
ment for Legco members. 

However, Li claimed that attempts to 
prohibit internationalisation of Hongkong 
affairs would not affect foreign investments 
in the territory. He said that China wel- 
comed foreign investors in Hong- 
kong but that this did not mean for- 
eigners could interfere in Hongkong 
affairs. 

Lu said Britain's proposed nation- 
ality package for Hongkong must be 
in line with the 1984 joint declaration. 
According to a British memorandum 
attached to the accord, after 1997 all 
British dependent territory citizens in 
Hongkong, will have a British status 
that does not give them right of 
abode in Britain. 

On the development of the local 
political system, Li warned that the 
so-called “through-train” formula 
earlier agreed by Britain and China 
could be put in jeopardy by hasty 
changes introduced by Hongkong. 
Under this formula, China agreed 
that people serving on Legco before 
1997 could continue to serve after 
1997. 

Li also warned that Hongkong's confi- 
dence question would not be solved until 
after 1997, when businessmen would see 
that Hongkong was still a good place to 
make money and people concerned with 
democracy found that democracy and free- 
dom remained. He said that China already 
had made enough concessions on the Basic 
Law and that whatever powers the central 
government could devolve to Hongkong, it 
had already done so. u 


The outcome of the referendum was 
viewed by Filipino commentators as a defeat 
for President Corazon Aquino, but the argu- 
ment was decidedly tenuous given the seri- 
ous mistrust that still exists between Christ- 
ians and Muslims. Indeed, it was clear from 
the start that the Christian provinces of 
Lanao del Norte, North Cotabato, South 
Cotabato, Davao del Sur, Sultan Kudarat, 
Zamboanga del Sur, Zamboanga del Norte 
and Palawan would go their own way. 

Although the real significance of the re- 
sult was smudged somewhat by the influ- 
ence of traditional politicians and the effects 
of an MNLF-called boycott, it could equally be 
said that hard-line secessionist leader Nur 
Misuari suffered a setback as well — an ar- 
gument the government was quick to seize. 

In surveying the fallout from the plebis- 
cite, authorities must now decide what to do 
about Cotabato City, the Maguindanao gov- 
ernor's seat and the proposed capital of the 
autonomous region which, like Marawi, re- 
jected the legislation and now finds itself a 
virtual island. e 
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China expresses anger 
over US sanctions 


P China has expressed extreme 
indignation over new sanctions adopted by 
the US Congress on 15 November as "yet 
another escalation" in the deterioration of 
Sino-US relations. But it has also 
distinguished between the executive and 
congressional branches of government, by 
calling on Washington to oppose the 
resolution. Peking has announced no 
retaliatory measures so far, suggesting it 
may be exercising restraint in the hope of a 
public gesture from Washington which 
significantly differs from the congress. The 
sanctions bill calls on the UN Commission 
on Human Rights to investigate conditions 
in China, including Tibet, and asks 
President George Bush to stress to Peking 
the importance of its undertakings on 
Hongkong and to advise London of US 
concern about the lack of guarantees of free 
direct elections and human rights in the 
Sino-British agreement on Hongkong. The 
bill suspends various forms of investment 
assistance and transfers of military, police 
and nuclear-power equipment. Exports of 
US-made satellites for launching in China 
are also cut, but the president is given 
power to waive the ban. The Hongkong- 
based AsiaSat group has expressed 
confidence that its imminent launch will be 
cleared. Australia's Aussat also has plans to 
use Chinese launchers. 


Cambodian resistance 
retains support in UN 


> Despite grumbling and three defections, 
the tripartite Cambodian resistance 
coalition scored the highest tally ever on its 
11th annual UN General Assembly 
resolution on 16 November. The vote was 
124 to 17 with 12 abstensions, compared 
with last year’s 122-19-13. The resistance 
picked up five new votes, from Benin, 
Guyana, Libya, Vanuatu and Zambia, but 
lost three decade-long backers: Finland and 
Sweden by abstentions and Iran by 
non-participation. 


US congressmen propose 
scheme to help Hongkong 


> A resolution calling for a multinational 
effort, led by Britain and the US, to ensure 
right of abode in Western nations for a 
"significant number" of Hongkong 
residents, was cleared by the US House of 
Representatives foreign affairs 
subcommittee on Asian and Pacific affairs 
on 15 November and will be considered by 
the full foreign affairs committee early next 
year. Introduced by congressmen Stephen 
Solarz and John Porter, the proposal seeks 
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to begin providing the option to emigrate . 
prior to 1997, when China recovers 
sovereignty over Hongkong, and continue 
it for several years thereafter. 


Indonesian Government 
cautiously woos students 


> Moves by the Indonesian Government 
to revive official student bodies — known as 
student senates — on campus have been 
greeted with cynicism by students and 
academics alike. The changes are said to fall 
short of re-establishing student councils 
banned in 1978, and the announcement 
was accompanied by warnings to university 
rectors not to give in to student demands. 
But many detect in the development an 
attempt by the government to project a 
more sympathetic image with students. 


Social indicators 
ETZE he 4 


New Japanese labour group 
could unify socialists 

> Two Japanese labour union federations 
have merged to form Shinrengo, the 
world's third-largest labour confederation 
with 8 million members. The new group 
replaces Sohyo, a public sector union 
federation which supported the Japan 
Socialist Party, and Rengo, a private sector 
group supporting the Democratic Socialist 
Party. The new federation was expected to 
use its influence to promote the unification 
of the two socialist parties. 


Indonesia confirms it 
has exit ban list 


> The Indonesian Government has a list of 
17,000 people who it says are not permitted 
to leave the country. The Immigration 
Department has explained that bans on 
leaving the country are imposed by the 
attorney-general and the intelligence 
services, and are usually imposed because 
of "political problems." The ban on foreign 
travel is reviewed every six months. 
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China signs agreements 
with Bangladesh, Pakistan 
P Chinese Premier 
Li Peng during a visit 
to Islamabad pledged 
to supply Pakistan 
with a 300-MW 
nuclear reactor for 
power generation and 
to assist in building 
an indigenous 
reactor. Li also signed Li. 

an agreement for 

China to grant an interest-free loan of Rmb 
50 million (US$13.43 million) for road- 
building machinery. Other agreements 
provided for avoidance of double taxation 
and an additional Rmb 3.5 million in 
humanitarian aid for Afghan refugees. In 
Dhaka, he signed agreements for a new 
five-year trade arrangement; to grant a 
US$14 million soft loan; abolish visas 
between the two countries, and buy 
100-200,000 tonnes of urea fertiliser 
annually. 





Burma broadcasts video 
of communist meeting 


> The Burmese Government has broadcast 
a videotape which it alleges proves its claim 
that last year's student-led democracy 
movement was instigated and directed by 
the insurgent Communist Party of Burma 
(CPB). In the video, of a CPB politburo 
meeting held at Mongkoe in northeast 
Burma on 10 September 1988, CPB chairman 
Ba Thein Tin and colleagues were seen and 
heard discussing how to exploit the 
confused political situation by handing 
down to anti-government protesters 
slogans for the unilateral setting up of an 
interim government, of which they then 
would seize control. 


Journal banned from 
distribution in Thailand 

> The Asian Wall Steet Journal was banned 
from being distributed in Thailand from 17 
November because of an article which 
appeared in the newspaper on 21 August 
about a sectarian dispute involving the 
official Buddhist monastic order and an 
unofficial religious centre. The Thai police 
department, as the enforcement agency in 
publishing cases, issued the order 
apparently after complaints from the 
country's Buddhist hierarchy. But Thai 
officials said they expected the ban to be 
lifted soon, after an appeal against the ban 
by the Hongkong-based newspaper and a 
statement by its editor, Barry Wain, that the 
Journal "regretted any misunderstanding 
the article may have caused." 
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At a record 520 metres deep, 


the Sea-Dweller 


is still in its element. 


The Comex divers have once more forced 
forward the frontiers of the impossible. Diving 
off Marseilles, a six-man team spent eight days 
performing complex underwater tasks at the 
unprec 'edented depth of 520 metres. 

An astonishing breathing mixture, hy 'dra- 
liox, made 1t possible for them to live and Op- 
erate at such inhuman depths. Hy 'draliox is a 
combination of hydrogen, helium and oxygen. 
It gives divers complete freedom of movement 
with minds unimpaired by pressure effects. 

The Comex operation, known as Hydra 
VIII, is a world record, comparable in its own 
way to mans first moon landing. It has created 
huge possibilities for research. 

Tomorrow, thanks to the divers' de- 
termination and skill, men will descend 
even deeper, to repair oil rigs and explore 
the ocean floor. 


500 


metres of water, there 1 isa ceaseless need 


Beneath the pressure of over 


tor precision. At such astonishing depths 
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DIVERS CONNECTING A PIPELINE AT A DEPTH O! 


20 METRES 


divers must depend on something 
rather more than a mere watch. They 
need veritable measuring instru- 
ment: the Rolex Sea-Dweller. 

Like the Comex divers themselves, 
the Sea-Dweller is strong, precise and reliable. 
Guaranteed water-proof to 1,200 metres, it 
withstands the enormous pressures as well as 
decompression upon surfacing. This is ensured 
bya patented Rolex invention. 

Men still have another 680 metres to de- 
scend before they rival the Rolex Sea-Dweller. 
But then, divers — even the most W 
skilled — are always in an alien 


element. The Sea- Dweller is not. ROLEX 


of Geneva 
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Expertise in trade and corporate finance. Over 
110 years of local experience. The HongkongBank 
group's reputation and high standard of customer 
service have placed it at the forefront of Singapore's 
financial institutions. 


HongkongBank in Singapore offers you a full range 
of commercial and personal banking services 
specializing in international trade, electronic 
banking and treasury services. Its subsidiary 
companies, which are renowned specialists in their 
fields, offer financial,investment and insurance 
services: Wardley, Kay Hian James Capel, 
CM&M, and Carlingford Insurance. 

With over 1,300 offices in 50 countries, linked by 
the group's own private communications network 
and Hexagon, its global electronic financial 
service system, HongkongBank can give you 
access to the world's financial markets right from 
Singapore's doorstep. 

For more information, contact our Singapore 


Office at 21 Collyer Quay 719-00, HongkongBank 
Building, Singapore 0104, Tel: 5305000; or your 
nearest office of the HongkongBank group. 


A long tradition in Singapore. And worldwide 
recognition. That's our strength. 


HongkongBank 


The Hongkong and Shanghai Banking Corporation Limited 





Marine Midland Bank « Hang Seng Bank 
The British Bank of the Middle East « HongkongBank 
of Australia e Hongkong Bank of Canada 


Wardley e James Capel e CM&M 
Equator Bank 
Carlingford and Gibbs Insurance Groups 


Fast decisions. Worldwide. 


CONSOLIDATED ASSETS AT 30 JUNE 1989 
EXCEED US$124 BILLION. 
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he final official campaign period for 
Taiwarrs legislative and local gov- 
ernment elections on 2 December 
is under way, and at first glance the 
amount of money and effort lavished on the 
poll may seem disproportionately large con- 
sidering how little actual power is up for 


. grabs. There is no chance the ruling 
.. Kuomintang (KMT) will cease to enjoy lop- 
- sided majorities, either in the popular vote 


- or in the ranks of government office-hold- 


. ers, The only real question is whether the 
. KMTs edge will remain wide enough to 
oe BE the prestige it feels is its political 


Observers across the political spectrum | 


A display a remarkable degree of unanimity 


= about what constitutes the main opposition | 


Democratic Progressive Party's (DPP) 
- threshold of victory — it must take more 
than 30% of the overall vote and gain more 
— than four of the city and county executive 
.. posts. Not that any of these of- 
o fices are intrinsically powerful 
in their own right. A total of 724 
candidates will vie for some 293 
. posts, including seats in the 
Legislative Yuan (or parlia- 
. ment), the Taiwan provincial 
assembly, city and county 
councils. The most hotly con- 
tested races are for chief execu- 
tives of some 21 cities and coun- 





. But the parliament has little 
direct control over the adminis- 
tration as the cabinet is entirely 
appointed by the president. 
The provincial assembly's man- 
date is even murkier, since its 
territory is effectively conter- 
minous with the parliament's. 

City and county govern- 
ments may have a certain 
amount of local influence, but 
they cannot even set policy 
on such parochial matters as police deploy- 
ment and education — let alone fundamen- 
tal questions of Taiwan's political reforms 
. and foreign relations. 

Nevertheless, there is more at stake in 
. the polls than meets the eye. For the DPP, itis 


^aa question of survival. Unless the party can _ 
^. turn in a credible 


performance at the polls, 
-the DPP could split along factional lines and 
-. degenerate into a fringe of mere "nuisance" 


STORY: 
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parties, forever sniping at the flanks of 
power with no real chance of forming a 
government. 

For the KMT the result of the election 
seems sure to heavily, if unpredictably, in- 
fluence the outcome of the electoral college 
vote next March for Taiwan's all-powerful 
presidency. 

President Lee Teng-hui, the island's first 







] On other pages 


22 felevision tangle: 23. 


native Taiwanese head of state, could win a 


ringing mandate for further and faster po- 


litical reforms. Or a still more vigorous 
Taiwanese standard-bearer within the 
party, perhaps Judicial Yuan chief Lin Yang- 
kang, could get the nod. 


To forestall such an outcome, conserva- 





tives in the KMTs mainlander-dominated 
military wing need to perpetuate the "air of 
emergency" that has sustained their rule 


through four decades of martial law, accord- 


ing to veteran opposition publisher and 
politician Kang Ning-hsiang. Capitalising 


.on law-and-order fears, cabinet conserva- - 
tives pushed through a tough anti-crime bill 


barely two weeks before the election. The 
new law includes stiff penalties for labour 
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cal development for years to come. With the 
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strikes, interference with government offi- 

cials and aiding the entry of exiled dissi- . 

dents. 

For some in the ruling party the best pos- 

sible outcome of the election could be chaos, 

as that alone would provide justification for 

a restoration of strong-man rule. In Taiwan's —— 

current social and political climate, chaos is — 

never far away. In a much-publicised pre- 
election dragnet, police turned up hundreds ~; 
of handguns, many of them smuggled from 
mainland China. The authoritarian die- 
hards in Taipei and Peking have every 
reason to hope for a derailment of Taiwan's =- 

democratisation. v" 
“All it would take would be just one | 

bullet fired at a rally," said Chuang Suo- p 

han, a fellow at the Institute for Policy Re 

search. "The question is no longer whether 
the election will be fair," said Lu Hsiou- 
lien, a former political prisoner who now | 
heads a watchdog committee called the |. 

Clean Election Campaign. "That's already 

hopeless. Now our concern is simply the 
safety of the candidates, and 
whether the election will unam oo 
take place at all.” E 

The undertone of vio . 
lence grows more pronounc- i 
ed every day during cam- i0 
paigning. Supporters pass  — 
through metal detectors | 
at the entrances to elec 
tion rallies.  Flak-jacketed = 
police guard some of the mass ^. 
meetings and nearly 10,000 . . 
extra police officers have been 
assigned solely for election ` 
campaign duty. 

.. Taipei municipal officials =` 
proposed a pre-election ban on — 
political protest demonstra- 
tions for fear of sparking riots. 
Blackmailers were blamed for 
the near-fatal shooting of an 
independent candidate in 
Changhwa, while Kaohsiung 
city took out an insurance po- 

licy on all candidates. Even Peking’s Xinhua 

newsagency editorialised about the elec- = 

tions, pronouncing them “full of money and um 
violence." OR 

If the election remains on track, how- PR. 
ever, it could set the tone for Taiwan’s politi- 








usual Chinese passion for numeration, Lu 
lists five “firsts” that characterise the polls, aos 
They are Taiwan’s most extensive elections — 
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to date, the first since the repeal of martial 


law in 1987, the legalisation of opposition 
parties and Taiwan’s cautious opening up to 
mainland China. These will also be the first 
polls since the demise of the mainlander- 
dominated Chiang family dynasty. 

Kang adds another "first" to the list: the 
election will be an important milestone 
on Taiwan's road to becoming the first 
Chinese-dominated polity ever to achieve 
full democracy. 

And, in a democratic Taiwan, the ques- 
tion will sooner or later have to be faced 
whether the island's citizens want to be part 
of China. 


ven to discuss independence is 

technically seditious under Taiwan 

law. Nevertheless, a coalition of 38 

DPP candidates, the New Country 
Alliance, have pledged to make it a funda- 
mental tenet of their campaign platform. 
KMT conservatives — and even Lee — have 
warned that the government will not toler- 
ate flouting of the sedition laws, and pro- 
secutors have started ostentatiously taking 
notes at campaign rallies. 

Mainstream DPP candidates, while de- 
fending freedom of speech on the indepen- 
dence question, have shied away from di- 
rectly advocating independence them- 
selves. 

Rather than attracting support, they fear 
the independence call might raise qualms 
about possible mainland reaction to political 
change in Taiwan. 

More electoral mileage can be gained, 
they believe, from such “pocketbook” issues 
as Taiwan's speculation-fuelled real estate 
inflation, precariously overvalued stock- 
market, abysmal environmental pollution, 


grid-locked traffic, widening income gaps 


and rampant corruption. Interest groups 
have sprung up within the past year to con- 
front many of these issues. 

But such issues are by no means a DPP 
monopoly. Ruling party candidates would 
be, if anything, better placed to formulate 


and implement effective policies, given the ` 


will. However, opinion surveys show that 
“pocketbook” discontent, though wide- 

spread, still seems unfocused. 

. This may help explain the general indif- 


ference that greeted a potentially explosive. 


expose in a Hongkong newspaper about a 
KMT-linked pyramid investment scheme 


which. has been taking Taiwan’s 4 million. 


stock punters for a ride by ramping the 
bourse. Not a single local newspaper picked 
up the story, no candidates raised the issue 
from rally platforms and the stockmarket 
continued its upward march with barely a 
dip. 

Such behaviour befits the sort of issue- 
proof electorate the KMT is banking on. The 
party approaches the voters with no clear 





ideology or policies. Rather, it relies on its 
ability to hold together a disparate coalition 
of local power groups in the hustings. Over 
the past 40 years of one-party rule, the KMT’s 
electoral instincts and machinery have be- 


come geared to face-saving plebiscites rather 


than hotly contested elections. 

To underpin its mandate, the party has 
traditionally cultivated locally influential 
families or factions by doling out patronage. 
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In some areas, KMT central leadership 
bolstered its bargaining position by playing - 
off rival factions against each other. These 
factions, in turn, canvassed neighbour- 
hoods, sometimes using strong-arm tactics 
or bribes. 

At the same time, the party could rely on 
its cadres to muster iron-dad block votes 
from groups that directly depend on the ad- 
ministration for their livelihood — such as 
teachers and students, active or retired sol- 
diers and bureaucrats. 

However, these voting blocks have 
begun going soft, according to pollster Ting 
Tin-yu of the Public Opinion Research 
Foundation. This erosion partly stems from 
the KMT's more public candidate selection 
process, based on primaries and opinion 
surveys, which brought local factional rival- 
ries into the open and greatly increased the 
potential for vote-splitting. 

Voter surveys by Taipei's Liberty Times 
daily newspaper predict a higher voter turn- 
out than in any past election. But in key 
races the proportion of voters still undecided 
stands at over 80%, nearly twice the rate for 
previous elections this close to polling day. 

Such uncertainty is not neccessarily un- 


. healthy for an evolving democracy, but it is 


an open invitation for last-minute bribery, 
for which the KMT is much better bankrolled 
than the DPP. 

Not that bribery is quite as effective as it 
used to be, judging from what 21st Century 
Foundation president Kao Ying-mao hears 
from his politician friends. Voters, in specu- 
lation-riven Taiwan, have learned how to 
sell their ballots repeatedly, so that for every 
five voters bribed, a candidate can count on 
just one vote. 

To boost their rate of return, canvassing 
agents have started stitching an ecumenical 
gallery of icons onto the inside of their coats: 
Boddhisatvas, Blessed Virgins, Taoist saints 
and local cult dieties. As soon as a gift 
changes hands, the agent flashes his icons 
and invites the voter to swear on the deity of 


his choice that he will vote as E a 





bble mem z m ves happy. 
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TAIWAN 2 


Mainland ambitions conflict with island interests 


Flickering flame 


mid the din of Taipei's traffic and 
A downtown construction, the Victo- 

rian-style brick headquarters of the 
ruling Kuomintang (KMT) stands as a monu- 
ment to quieter days. Inside, election talk 
quickly shifts from the 2 December polls at 
hand to vote due in the national assembly 
session next March, That vote will choose 
Taiwan’s president, who wields most real 
power under the constitution. 

In a way, the current elec- 
tion could be viewed as a kind 
of primary for the later poll. 
Except as KMT Central 
Committee member Chian 
Han-sheng points out: “The 
two electorates couldn't be 
more different. It’s almost as 
though whatever you do to 
please the one electorate will 
only alienate the other." And, 
paradoxically, it is the broader 
public that votes in the "pri- 
mary," while the electorate for 
the March election — the one 
that counts — is narrow and 
rapidly dwindling. 

The president is chosen 
by an 800-member national 
assembly (or electoral college) 
that is currently packed with 
elderly mainlanders. They have been 
frozen in office since 1948, purportedly 
pending the KMTs recovery of the main- 
land (from which the ruling party fled to 
Taiwan after its 1949 defeat by the com- 
munists). 

The March presidential election is pro- 


MAN the last one that will ever be de- 
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cided by such a packed electoral college. 
The elderly assemblymen are dying off fast. 
By the time of the next presidential poll, 
six years from now, they will be replaced 
either by a Taiwan-elected national assem- 
bly or a more direct form of presidential 
polling. 

That seems bound to speed up the in- 
roads Taiwan's native-born Hokkien-speak- 





DPP's Chen Shui-pien campaigning in Taipei. 


ing majority are making into the mainlan- 
der-dominated power structure bequeathed 
by the dynasty of Generalissimo Chiang 
Kai-shek and his son Chiang Ching-kuo, 
who died last year. 

Sucha prospect unnerves KMT rightwing- 
ers and could tempt them to use their last 
national ad window of PEOR 


ling Organisation. - 
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- Pollution, traffic, Pose 


emphasising pro bene they regard as as intr wie like e pollution UA 
Besides, he said, voters. "lih erally regard T 


candidates pang in ndence 


in March to reverse the reformist trend. 

Already, in the run-up to the 2 December 
election, the ruling party’s military wing is 
asserting its independence from the party 
mainstream. Military candidates have been 
mounted in key constituencies and military 
voters (including whole villages of retired 
soldiers) were re-registered in new localities 
to pack the voting rolls. Precinct captains 
have been bussed to bases in military vehi- 
cles for “instruction” on how to handle the 
polls. 

An opposition parliamentary candidate 
from the military-controlled fortress island 
of Kinmen has been barred by authorities 
from even setting foot in his constituency. 
Military newspapers and state-run televi- 
sion have adopted a far more strident line 
than other media on opposition 
appeals for Taiwan indepen- 
dence. 

Caught in the middle are 
the "Young Turks" of the KMT’s 
liberal wing — second genera- 
tion mainlanders whose refor- 
mist instincts are tempered by 
their anxiety to preserve a role 
for non-Taiwanese élites in the 
island's future polity. Their 
best bet is the China card: by 
pursuing political liberalisa- 
tion apace with an "opening 
up” to the mainland, they re- 
tain their importance as inter- 
mediaries across the Taiwan 
Straits. 

But, a “Young Turk’ main- 
lander politician points out, 
only a Taiwanese leader with a 
strong local power base could 
approach Peking on a government-to-gov- 
emment basis. For a mainlander-dominated 
regime to do so would invite a charge of sell- 
ing out Taiwan. 

President Lee T eng-hui, the first native 
Taiwanese head of state in the island's his- 
tory, has never yet faced a national assembly 
election. He was UAE SERES $ vice- 
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president and succeeded the last dynast 
upon his death. So far he has moved only 
cautiously on political reforms, "Taiwanisa- 
tion" and reforging relations with the main- 


d land. 


That could change, though, once Lee has 
won office in his own right — provided he 
can get through the national assembly with- 


qu out trading off too much power. And that, 


in turn, depends crucially on how the KMT 
(of which president Lee doubles as chair- 
man) fares on 2 December. The KMT is pro- 
jected to take about 67% of the popular vote 
and all but three or four county executive 
seats. 

Pollster Ting Tin-yu predicts that if the 
KMT wins much more than that, Lee will 
emerge strong enough to declare his inde- 
pendence from the party's sep- 
tuagenarian mainlander power 
brokers. A lukewarm victory will 
oblige Lee to "balance" his ticket 
with a senior mainlander run- 
ning mate such as Premier Lee 
Huan or former premier Yu Kuo- 
hua. 

But a KMT "defeat" — a narrow- 
er margin in the popular vote and 
upsets in the counties — could 
weaken Lee enough to open the way 
for alternative presidential candi- 
dates. 

These could come from the 
party's rightwing — such stalwarts 
as Gen. Chiang Wei-kuo, the late 
president's half brother, or soon-to- 
retire chief of general staff Hau Pei- 
tsun. Or a chastened KMT could read 
à DPP victory as a mandate for acceler- 
ated Taiwanisation and turn to a na- 
tive-born standard bearer with a somewhat 
higher profile than Lee — someone like Jud- 
icial Yuan president Lin Yang-kang. 

Such guessing games are hazardous, 


E r . though, cautions Chuang Suo-han of the In- 
stitute for Policy Research; the scenarios 


could just as easily play the other way 


E With iyd 300 differento offices in mes on21 Dece 
_ hard to tell the players without a scorecard. A few 

. ever, are shaping up into bellwether elections. 
centrating this year on local government polls 
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around. 

Lee could emerge ‘eteonger than ever 
from a December defeat if he succeeds in 
pinning the blame on. the party's dead 
weight of unpopular conservatives. On the 
other hand, a KMT victory could embolden 
conservatives to jettison Lee as an election 
gimmick that was no longer needed now 
thatthe DPPwasdead. — 

To write off the DPP would be a mistake, 
no matter what the election result, opposi- 
tion publisher Kang Ning-hsiang is con- 
vinced. "In 1979, they put almost our entire 
leadership in jail and pronounced our move- 
ment defunct. Yet we're still here. Com- 
pared to that, an electoral setback would be 
a small matter." 

Jail is in store for some of the candidates 





in the current election, too, most DPP-watch- 
ers predict. A coalition of candidates has 
been courting arrest by campaigning on a 
platform of Taiwan independence (the mere 
advocacy of which is seditious under Tai- 
wan law). DPP leaders remain bitterly di- 
vided over how hard to press for indepen- 
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dence in the current political and diplomatic 
climate. | 

The issue has polarised the party into 
two factions, the pro-independence New 
Tide and the more moderate Formosa fac- 
tion. Their rivalry has flared so intensely 
from time to time that outsiders suggest that 
the two groups could split off into separate 
parties after the election, especially if the DPP 
loses badly this time out. 

If that happened, there would be no- 
thing in the near term to stop the KMT from 
evolving into a "permanent party of govern- 
ment" along the lines of Japan's Liberal 
Democratic Party or the People's Action 
Party of Singapore. 

Some KMT conservatives and even a few 
Young Turks hail this prospect as some- 
how more "oriental" than multi-party 
democracy. 

. Already, the ppp has hived off 
two splinter groups, the Workers 
Party and the Labour Party. Neither 
has managed to mount a particularly 
convincing electoral challenge this 
year. But, if the DPP neglects its blue- 
collar support base in pursuit of mid- 
dle-class votes, it could create an op- 
portunity for more adroit leftists in 
the future. The labour constituency 
seems bound to grow larger and 
more militant as Taiwan's income 
gaps widen. 

By the same token, some of the 
most "mediagenic" opposition can- 
didates have chosen to run this year 
outside the DPP fold: they range from 
Ilan’s respected county executive, 
Chen Ting-nan, to Taiwan's "Cic- 
colina," ex-model Hsu Hsiao-tan, 
who specialises in stripping off her clothes in 
the name of freedom. One erstwhile DPP 
star, parliamentarian Chu Kao-cheng, was 
squeezed out in the primaries due to intra- 

party infighting. He will run without DPP en- 
dorsement. R 

On the whole, though, the DPP has suc- 
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kun, whose main qualification seemed to be that he had a docto- 
rate to match Yu's. Important as this may be in a Confucian so- 
ciety, it failed to impress Lee's academic colleagues: 150 of them 
signed a petition in support of the DPP candidate. 

Still, Lee holds a slight edge, considering the ability of the KMT 
machine to mobilise block votes and court the myriad tiny fac- 
tions that broker power in the county's constituent towns. A last- 
minute ing spree could put him over the top. Yu's staff 
plans a “bribe patrol" in the final week of the campaign. While 
this might produce a couple of splashy scandals, it is unlikely to 
stem the widespread, quiet vote-buying that has been the norm 
in prior elections. 

. Other counties where the DPP has a chance include 
Kaohsiung, bailiwick of the late opposition patriarch Yu Kuo- 
bus e D EH a in NaS ae 
Sympathy votes may tide his daughter-in-law, incumbent 
county executive Yu-Chen Yueh-ying, to a landslide victory over 


In geographically isolated Ilan county, a traditional opposition 

the DPP nominee enjoys the endorsement of the 

hugely popular incumbent county executive. His campaign also 

got a boost from the surprise return to Taiwan of Lin Yi-hsiung, 

an exiled dissident legal scholar who has a special martyr's cachet 

due to the mysterious murder of his mother and daughters while 
he was in prison a decade ago. 

The KMT contender in Ilan is a party apparatchik with no par- 
ticular personal following, who has already lost two prior elec- 
tions. But the communications minister, a native son of the 
county, visited the hustings on his behalf ising Ilan some 
much needed road construction and a university of its own, if 
only it would shift over to the KMT column. 

Other local executive races to watch: county, where 
the DPP has mounted a charismatic firebrand orator against the 
KMT machine; plus Nantou county and Chiayi city, where the op- 
position might profit from division in the KMT ranks. 


a factionally divided KMr. 


ceeded in gathering together most signi- 
ficant opposition figures into a single party, 
according to its general secretary Chang 
Chun-hung, who is confident it will hold to- 
gether after the election. That is no mean 
feat, considering the diversity of views and 
the size of the egos involved. Their common 
political capital is the oppression they have 
suffered. But in the next round of the DPr's 
development, these old war-horses will 
have to make way for a new crop of young 
technocrats. 

It was no longer enough to simply rail at 
the KMT and strike grand idealistic poses, 
said publisher Kang. To expand beyond its 
core support base of 30% of the electorate, 
the DPP had to be able to tap into the ambient 
discontents of Taiwan's middle-class major- 
ity. 

` That would require better media pack- 

aging and better thought-out policies on 
issues like housing, labour relations, public 
order and financial regulation. The party 
needed a brains trust to address these 
issues. 

Luckily, the required technocratic talent 
is becoming available now that fealty to the 
KMT is no longer an absolute condition for 
professional advancement. An encouraging 
sign was a petition signed by 150 academics 
from the prestigious National Taiwan Uni- 
versity (NTU) and the Academia Sinica sup- 
porting DPP candidate Yu Ch'ing in the hotly 
contested election for Taipei county execu- 
tive. Ironically, Yu's KMT opponent is a 
member of both the NTU faculty and the 
academy. 

The mission for the DPP’s brains trustees, 
Kang said, should be to map out a 
framework to “normalise” everything from 
Taiwan's diplomacy to its labour, real estate 
and stockmarkets. 

An incumbent ruling party would ordi- 
narily have an advantage in such a task, 
but the KMT had always ruled by ex- 
ception, emergency rules and temporary 
provisions. That left the DPP a chance 
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to sell itself as the party of normalisa- 
tion — a consummately middle-class ideal 
and an absolute pre-condition for real 
democracy. 

Kang is also keen to see the DPP speak 
more assertively to Western countries and 
Japan about Taiwan's economic interests. 
The KMr, he said, was too compromised in- 
ternationally to represent Taiwan effectively 
on issues of economic colonisation. If the big 
powers wanted to head off the sort of waves 
of anti-US or anti-Japanese feeling that have 
hit countries like South Korea and the 
Philippines, it was time they started talking 
to Taiwan's opposition. For too long, the DPP 
had focused its international relations on 
human-rights questions. "That lacks dig- 
nity," Kang said. u Lincoln Kaye 
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KMT juggernaut underway in Taipei. 
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TAIWAN 3 


Candidates leave 
no tricks unturned 


Television 
tangle 


ith political advertising on televi- 
W sion barred by law and newscasts 
brief and bland, competition for 
television exposure is fierce among Taiwan's 
724 election candidates. But the three gov- 
emment-controlled television networks go 
out of their way for standard-bearers from 
the ruling Kuomintang (KMT); those who 
cannot get on the air as candidates often 
crop up as talk-show hosts, news anchor- 
men, game-show contestants or endorsers 
of instant noodles and other products. 
Democratic Progressive Party (DPP) can- 
didates, on the other hand, find they cannot 
even get air time on the news programmes 
unless they are slanging each other in fac- 
tional infighting. Meanwhile, viewers of the 
three networks are innundated day after 
day with slick, patriotic “public service mes- 
sages” that amount to thinly disguised KMT 
commercials. To help redress the balance, 
Taipei county executive candidate Yu Ch'ing 
applied for a licence to set up an indepen- 
dent television station. So far, he has had no 
response. 
However, a fortnight before the election, 
a DPP legislative candidate for Taichung 
smuggled in a US-made portable television 
transmitter with a 20-km broadcast radius. 
He plans to beam party propaganda from a 
“guerilla” station mounted on a moving 
truck to evade detection by authorities, who 
have sworn to close down his station. 
Another DPP station will broadcast from the 
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Philippines, beyond the Taiwan Govern- 
ment's reach, party sources said. 

But until these stations come on the air, 
the DPP's only access to Taiwan's television 
screens will be through its well-established 
videotape distribution network. And as 
these tapes are mostly crudely produced 
documentaries of police charging into oppo- 
sition demonstrations, their audience ap- 
peal wears thin after a while. 

A videotape of a different calibre was 
produced by the independent weekly 
magazine The Journalist as the first program- 
me in a projected series called Election Wit- 
ness. The tape recaps Taiwan's post-war po- 
litical development and the rise of political 
parties. Government television stations re- 
fused to help out with archive footage, so 
historical scenes had to be rendered by ar- 
tists’ sketches. For the series, reporters inter- 
viewed a score of election participants from 
across the ideological spectrum. 

But when the tape was submitted to the 
Government Information Office (GIO) for ap- 


proval, it wound up sidelined indefinitely. 
Censors refused to expedite its processing 
under the category of news. Instead, they 
treated it as a dramatic production and held 
it for unspecified changes. The Journalist an- 
nounced that it would go ahead and distri- 
bute the entire 10-part series without sub- 
mitting the tapes to the GIO. 

The print media are rather more diffuse 
and are probably the best bellwether of elec- 
tion prospects. The opposition dailies offer a 
steady counterpoint. 

Newspapers also have taken to running 
public-opinion polls, though the sampling 
methods are not always state-of-the-art and 
the questions are sometimes loaded. Still, 
readers, politicians and other pollsters react 
almost instantly to the published surveys, 
creating a nightmare for serious statisticians. 

The media explosion also has bred a new 
sophistication in made-for-media political 
events. Undisputed masters of the genre 
are Snails Without Shells, a pressure group 
that protests runaway real-estate prices. So 
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Report warns of rising tensions in arms transfers 


Sorcerer's apprentices 


By Susumu Awanohara in Washington 
he US Defence Science Board (DSB) 
f has released a long-awaited report 
which warns that, as East-West ten- 
sion and US forward military deployment in 
the Pacific diminish in the 1990s, intense US- 
Asian competition in arms production may 
develop. It proposes that Washington adopt 
a tough-minded approach in pursuing fur- 
ther “defence industrial cooperation” — in- 
cluding co-assembly, co-production and co- 
development of weapons — with Asian 
countries. 

The DSB produced a 1987 study Semicon- 
ductor dependency, which galvanised a rare 
American business-government joint ven- 
ture into existence. It is an unofficial group 
of private experts advising the US defence 
secretary — a point some unhappy Depart- 
ment of Defence (DOD) officials have rubbed 
in. The report's public release was held up 
by DOD and other officials because of reac- 
tions against its recommendations for a 
major department shakeup, matching the 
shift from assistance to cooperative relation- 
ships. 

The latest report is essentially a consen- 
sus document, long on self-evident state- 
ments and hardly brimming with original- 
ity. Nevertheless, the report was eagerly 
awaited, coming at a time when Americans 
have been more concerned than ever about 
their ailing defence industrial base, threat- 


24 


ened further by cuts in the 
defence budget. 

A recent study, Deterrence 
in Decay, by the private think- 
tank, Centre for Strategic 
and International Studies, 
warned of "foreign depen- 
dencies that, during peace- 
time, could sap the technolo- 
gical competitiveness of US 
weaponry and that, during 
wartime, could disrupt the 
flow of material to US or al- 
lied forces in combat." De- 
fence Secretary Richard 
Cheney has expressed alarm 
at declining profit, invest- 
ment and productivity in the 
domestic defence industry and its growing 
dependency on foreign sources for vital 
components and sub-assemblies. 

Entitled Defence Industrial Cooperation with 
Pacific Rim Nations, the DSB report says that 
US national security can no longer be view- 
ed only in military terms, but must also take 
into account economic strength as a key 
component. It claims that the US lead in mi- 
litary as well as civil technologies has been 
eroded, with the Asia-Pacific economies, led 
by Japan, emerging as increasingly for- 
midable competitors. And it says that the 
emphasis in US-Asian defence relationships 
must shift from one-way military assist- 
ance to mutually beneficial cooperation in 


FAR EASTERN ECONOMIC REVIEW 





Cheney: alarm. 


far they have come up with a mass sleep-in 
on Taipei's priciest street corner and a mass 
wedding followed by a mass honeymoon in 
a downtown tent city. Election candidates 
assiduously court the Snails. 

Returned political exiles also bask in 
the glare of publicity; media attention 
“humanises” them and makes it hard for 
the government to deport them. Former 
Taoyuan county executive Hsu Hsin-liang 
provides the cardinal example. Others in- 
clude dissident journalist Chen Wan-jen 
and legal scholar Lin Yi-hsiung, whose 
mother and daughters were mysteriously 
murdered while he was in jail. Their en- 
dorsement boosts DPP candidates. 

At least one candidate, though, relies en- 
tirely upon her own assets for publicity. For 
stripper-for-freedom Hsu Hsiao-tan, the 
medium is the message. Crowds literally 
batter down the stage at her rallies to get 
hold of her pin-up handbills. The slogan for 
her parliamentary bid: "Tits Against Fists." 

u Lincoln Kaye 


weapons production. Significantly, the DSB 
takes a cautionary but basically positive 
attitude towards defence-industrial coop- 
eration, in contrast with the protectionist 
"buy-America" sentiment gaining ground 
in some parts of the US political establish- 
ment. 

The DSB report has been awaited also be- 
cause it is the first major post-Fsx document 

coming from the US defence 
5 establishment. The con- 

troversy over the FSX — 
codename for Japan's next 
generation of fighter aircraft 

— boiled over earlier this 

year after the Bush adminis- 

tration, under pressure from 

Congress and some execu- 

tive departments, de- 

manded a review and revi- 
sion of the aircraft's co-deve- 
lopment agreement with 

Japan, which the Japanese 

had considered to be a "done 

deal" between them and 

former president Reagan. In- 

stead of becoming a model 
for future defence industrial cooperation, as 
US and Japanese proponents of the original 
FSX agreement had hoped, it became a major 
bone of contention between the two pow- 
ers, leaving bitterness on both sides. 

The DSB report was written by a 19-mem- 
ber task force, whose views on defence in- 
dustrial cooperation and on Japan varied 
widely. A few were known hard-liners who 
felt that the US already had given away too 
much to Asia, particularly Japan, while the 
majority insisted, either because they still 
trusted the Japanese or because there was 
no alternative to cooperation, that the op- 
portunities offered by cooperation out- 
weighed the risks. 
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According to the report, the Pacific Rim 
(led by Japan, but with others following on 
its heels) will be, by 2000, an even more 
powerful centre of economic power than 
now and will become a world-class 
technological leader in aerospace, elec- 
tronics, telecommunications, basic compo- 
nents and advanced materials. The most ad- 
vanced technologies will be dual-use in na- 
ture, their civil applications often preceding 

The DSB envisages over-capacity for de- 
fence industrial production in the Asia- 
Pacific region and intense competition in 
third country sales. South Korea is already a 
player in third markets and Japan may opt 
for incremental relaxation of its current ban 
on sales of defence-related equipment. In 
addition, foreign penetration of the US de- 
fence market will advance, eroding US 
influence and independence, the report 
says. 

There is a chance that the current stra- 
tegic status quo will continue, leaving the 
US-Soviet rivalry and US-Asian (notably 
US-Japanese and US-South Korean) al- 
liances essentially intact. On the other hand, 
East-West tension may decline further and 
"economics may take command" every- 
where. Reduced superpower rivalry, re- 
duced US forward deployment, more 
economically centred US foreign and sec- 
urity policies, intense US-Asian industrial- 
technological competition, and an global 
arms surplus and intense competition for 
arms sales are the likely results of economics 
taking command. At the same time, Japan 
may well surpass the US in most dual-use 
technologies. 

The desired scenario, as seen by the DSB, 
calls for the US to regain industrial-techno- 
logical competitiveness and continue as a 
unifying centre for the Western security sys- 
tem. It is hoped that Asian countries will 
grow strong and independent but remain 
friendly to the US and that economic com- 
petition will be accompanied by minimal 
hostility. The DSB would like to see a mainte- 
nance of the US-Japan partnership, with 
mutual openness in the flow of civil, dual- 
use and military technologies and a continu- 
ation of Japanese limitations on defence-re- 
lated trade. The DSB sees two major obstacles 
to the desired scenario; rising US protection- 
ism in the defence industry and stronger go- 
it-alone policies of allies resulting from over- 
restrictive US policies on defence technology 
transfer and third country sales. 

The DSB report reconstructs the FSX de- 
bate without taking sides. The opponents of 
the FSX agreement, the board says, worried 
about the US loss of key technologies and 
technological leadership; risks of foreign 
commercialisation of technology at US ex- 
pense, and insufficient workshare for US 
firms. In addition, they believed the US 
would be able to export more by reduced 
technology sharing and a lower co-produc- 
tion to total sales ratio. 
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The proponents emphasised potential 
access to new technology from an emerging 
technology leader; risks of undermining 
growing Japanese openness to technology 
cooperation; risks of provoking greater Ja- 
panese efforts to gain an independent 
technology base and to steer a more inde- 
pendent defence policy, as well as the ready 
availability of competing products or 
technologies from other advanced nations. 
The FSX proponents also stressed the impor- 
tance of retaining a friendly and cooperative 
overall relationship with Japan. 

Implicitly acknowledging that the US 
mishandled the FSX case procedurally (ir- 
respective of the merits of the positions it 
took substantively), the DSB says a more 


coherent US policy — based on better coor- 
dination within the executive branch and 
between the executive and legislative 
branches — is necessary to avoid a repeti- 
tion of the case. 

A prescient 1984 report by the DSB on de- 
fence relations with Japan was more or less 
ignored by the Reagan administration. The 
report had criticised Washington's frag- 
mented Japan policy and unilateral transfer 
of advanced technologies to Japan, calling 
for a more cohesive Japan strategy and two- 
way technology flows. The board's 1989 re- 
port may have greater impact "because no- 
body today doubts that things will have to 
be done differently," as one task force mem- 
ber put it. " 





DEFENCE 2 


Japan seeks a more self-sufficient defence industry 


A military complex 


or those Americans trying to offer 

Japan as a replacement enemy for the 

Soviet Union, there could not have 
been better evidence of hostile Japanese 
perceptions than The Japan that can say “No”. 
This book of diatribe against things Ameri- 
can, co-authored by Sony chairman Akio 
Morita and rightwing parliamentarian Shin- 
taro Ishihara, has caused a furore in Wash- 
ington. 

The book is so full of inaccuracies, pre- 
judices and sweeping accusations that one 
Japanese critic classified it as a "barbershop 
argument." But it represents as much an 
American problem as a Japanese one, high- 
lighting certain significant trends in Japan, 
including one towards what might be 
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called "defence industrial nationalism." 

Ishihara is absolutely convinced that a 
Japanese-designed and developed FSX 
(Japan's next generation fighter aircraft) 
would have been technologically superior to 
a modified F16 co-developed by the US and 
Japan, and is annoyed that the latter was 
chosen for political reasons. He is further 
convinced that Japan is overtaking the US 
technologically. Ishihara accuses the US of 
wanting to steal Japanese technology and 
suggests that at a time when US missiles will 
not fly without Japanese semiconductors, 
Japan could use this “hi-tech card" by selling 
these chips to the Soviets. 

Ishihara’s extreme views reflect an in- 
creasingly pervasive and vocal nationalism 
within the Japanese defence establishment 
— encompassing defence officials and con- 
tractors as well as the parliament's defence 
lobby. Last year, Takashi Obata, an active 
Japanese air force officer, publicly expressed 
the view that US-Japan defence arrange- 
ments of the recent past (notably the 1978 
guidelines for defence cooperation) have 
had the objective of preventing Japan from 
becoming militarily independent, in terms 
of doctrine and equipment. Obata said this 
in a paper presenting Japan's case in the FSX 
debate published by Stanford University in 
California. 

Obata also sees "inter-operability," a key 
concept in US-Japan defence cooperation, as 
a means of making Japan purchase US 
equipment. The US has become increas- 
ingly cautious since the early 1980s about 
transferring advanced military technologies 
to Japan. But when the tight US controls 
backfired, touching off domestic Japanese 
development of defence technologies (even 
though they were mostly replacement 








technologies and not new systems), the US 
changed course and accepted the notion of 
co-development, Obata says. 

To Obata, itis natural that Japan wants to 
have its own defence industry. In the 1970s, 
he recalls, the Japanese bought much "as is" 
surplus US equipment used in the Vietnam 
War, which was often in worse shape than 
the Japanese had expected. The oil shock in- 
creased prices of US equipment, in some 
cases by as much as 30076. And the US put 
more advanced items in the "black box," 
barring technology transfer. When the Ja- 
panese bought the F15 fighter, for example, 
the US insisted on having Japan keep up 
with frequent and costly modifications — 
including that of technologically inacces- 
sible computers — to maintain inter-opera- 
bility. — 

Early this year, a Japanese army officer 


told a US National Defence University con- 
ference in Honolulu that there was indeed a 
new nationalism in Japan. “We. want to 
make our own weapons and we want a de- 
fence-industrial complex," the officer said, 
explaining that one objective was to ensure 
that Japanese defence officials, particularly 
those in uniform — who have endured sec- 
ond-dass treatment in post-war Japan — 
can move on to respectable post-retirement 
jobs like officials of other government de- 
partments. . 

Japanese defence contractors, too, are 
less shy about their commitment to develop 
technologies. Nissan, for example, now lists 
the production and sale of weapons as one 
of the company objectives in its revised arti- 
cles of association. The contractors, who 
usually are part of huge industrial groups 
making largely civilian puse are aware 
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: , Judgment reserved in Teo’s latest bid fo r fre adar 


Appeal for justice 7 


———————————————— aa anann aa 


eo Soh Lung, the Singapore lawyer 
first arrested in June 1987 along with 
21 other young professionals under 
the Internal Security Act (ISA), and re-ar- 
rested in April last year, made her fourth bid 


"5 for freedom in a 13-16 November hearing 


before the Court of Appeal. 
Teo, 40, has been the most persistent of 


the group in trying to gain her release. 


through the courts. The only other member 
of the group still in prison, lay Catholic 


x worker Vincent Cheng, brought his first and 


only habeas corpus application earlier this 
year. Judgments on Teo's latest attempt, as 


^. wellas Cheng’s, have been reserved. 


The 22 were originally arrested under the 
ISA, which allows for detention without 
trial, for allegedly taking part in a "Marxist 
plot" to subvert the government. Teo, along 
with most of the others, was released four 
months later, following a televised "confes- 
sion" which the government said proved its 
charges. 

But Teo and some other former detainees 
released a public statement in April 1988 in 
which they repudiated the "confessions" 
and alleged ill-treatment by the authorities 


> during their imprisonment. The govern- 


ment promptly re-arrested all those who 


Gee signed the statement, as well as one who 


. was involved in preparing it, saying that 
their action proved that they had not given 
up their subversive activities. 

. Teo's first bid to be released was turned 
down by the High Court in August 1988, but 
in December the Court of Appeal released 


her and three others on a technicality. The 
Singapore Government promptly re-ar- 
rested. all four. The three others arrest- 
ed have since been released, leaving be- 
hind only Teo and Cheng, who has been 
in detention since he was arrested in 
1987. 

In an attempt to rectify the technical 
points under which the courts had released 
detainees in December, Singapore's parlia- 
ment passed a constitutional amendment 
which severely restricted the power of the 
courts to review arrests under the isa. The 
amendment in effect said that in ISA cases 
the government had the last word, even 





cial power NE rested wih the 
courts. ^ e 

1 -espite this, Teo filed an -— in 
the High Court of. Singapore in 
L- March. The appeal was dismissed 
the following month and the current. 

is an attempt by Teo to get th ii icis 











presented. Teo during the earlier hearings, 
Anthony Lester QC, has been banned by 
the. Singapore Governmen from p practising 
in Singapore in the ft alle i 
terfering in Singapore" Si mestic affairs, fol- 
lowing comments he. made at a legal semi- 
nar in Britain. € 

uring the latest hearing; Teo s lawyer, 
London QC Lord Alexander of Weedon, ar- 
gued that the government had failed to pro- 
vide any evidence that Teo represented a 
threat to national security beyond mere as- 
sertions that this was the case. He said that if 
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of the military application of civilian 


technologies. Inevitably, the lifting of Ja- 
pan's ban on weapons exports — which 
would, among other things, allow exploita- 
tion of economies of scale — is an attractive 
idea to some, and if it cannot be achieved im- 
mediately, contractors may start exporting 
defence-related technologies as civilian ver- 
sions. 

Neither the US nor Japan can achieve au- 
tarky in all defence industrial sectors. Both 
will have to find the right blend of domestic 
production and imports. And as some 
claim, the US-Japan relationship may re- 
semble a Catholic marriage; the two may 
fight occasionally but will have to stick to- 
gether. But US-Japan defence industrial 
cooperation will go through some rough 
spots before a new equilibrium is found. 

B Susumu Awanohara 


the principle that the courts could not in- 
tervene at all in ISA cases were to be ac- 
cepted, then “the court could not intervene 
even in the clearest cases of abuse of 
power.” 

Specifically, Alexander also said that 
Teo's re-arrest in April 1988 was solely due 
to Teo stating in public what she had stated 
privately to government interrogators dur- 
ing her detention, that she was not part of 
any conspiracy and that she had been ill- 
treated. Since the government had released 
her even after she had stated these two 
things privately, the re-arrests could only be 
due to her stating them publicly, which was 
within her constitutional right to free 
speech. Alexander asked the court, presid- 
ed over by three judges including Chief Jus- 
tice Wee Chong Jin, to deny the government 
the "power of arbitary detention." 

Arguing the government's case, state 
counsel S. Tiwari said that given the nature 


of the ISA, evidence had to depend to some 


extent on anticipation or suspicion and that, 
moreover, such evidence could not be pro- 
duced by the government because of na- 
tional security grounds. He also said that 
with the latest constitutional amendment, 
the parliament had conferred the powers on 
the executive to determine what may 
threaten national security and act on it 
under the ISA, a power that the courts could 
not challenge. 

The Privy Council in London used to be 
the highest court of appeal for Singapore but 
since this year the government has 
abolished all such appeals except in com- 
mercial cases in which both parties agree be- 
forehand to take the appeals all the way to 
the Privy Council. 

That Alexander took Teo's case as one of 
his last before he becomes chairman of Bri- 
tain's National Westminster Bank, was 
thought by some sources to demonstrate the 
seriousness with which legal developments 
in Singapore are being taken by ar 
lawyers. 
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For many people there still is. The Westin Chosun. 


For over 75 years, one hotel in Seoul has been the choice of kings and 
presidents, captains of industry and those who instinctively seek the finest 
accommodation wherever they travel. To further enhance your stay, our rooms 
and suites have now been totally refurbished and beautifully appointed. But 
you will be pleased to know that our gracious service and traditional hospitality 
remain unchanged. 


For reservations, call your travel agent 
or Westin Hotels or direct phone, 
Seoul (82-2) 771405, Telex: CHOSUN K24256 TH E WESTIN CHOSU N d 


Fax: (82-2) 752-1443 CPO. Box 3706, Seoul, Korea 
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AFGHANISTAN 


Some Pakistan officials remain hopeful of rebel victory 


Never say die 


By John Jennings in Peshawar 


espite calls from both Prime Minister 
Benazir Bhutto and army chief of 
staff Gen. Mirza Aslam Beg for a 
negotiated settlement to end the Afghan 
war, Pakistan's military intelligence offi- 
cials continue to direct hardline Afghan 
guerilla group efforts to destroy the Kabul 


e. 

The failure of the mujahideen's assault 
on the strategic Afghan city of Jalalabad 
early this year underlined the heavy- 
handed role Pakistan's Inter-Services In- 
telligence (ISI) command has played in 
the Afghan war. When the last Soviet troops 
left the country in mid-February, the ISl 
urged the mujahideen to take the eastern 
city quickly so that the rebel government- 
in-exile could leave Pakistan and base itself 
there. But supply and manpower problems, 
and the mujahideen's lack of a unified com- 
mand structure, crippled the offensive by 
the end of March, less than a month after it 
began. 

In May, Bhutto replaced isi chief Lieut- 
Gen. Hamid Gul with retired major-general 
Shamsur Rehman Kallu. In June, she and 
US President George Bush jointly endorsed 
a "political solution" to the Afghan war, as 
opposed to an increasingly unlikely military 
defeat of the Kabul regime. In September, 
after infighting all summer long among the 
various Afghan guerilla groups, Beg pub- 
lidy urged the mujahideen to negotiate a 
settlement with Kabul on condition that Af- 
ghan President Najibullah and senior offi- 
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Jaffar, left, and Mansur Naderi with armed supporters. | 


cials of his communist government resign 
first. 

Nevertheless, mavericks within the ISI, 
possibly acting without Kallu's sanction, 
continue to push for military victory and to 
orchestrate guerilla operations. As was the 
case under late president Zia-ul Haq's re- 
gime, a guerilla commander's willingness to 
carry out Pakistani orders — not his combat 
record — determines how much help he 
gets. 

Moreover, the IS! mavericks have in 
some cases ordered their proxies to attack 
targets aligned more closely with out-of- 
favour mujahideen groups than with the 
Kabul regime. A striking example of this in- 
volves Mohammed Qul, a well-known Af- 
ghan guerilla commander who claims 4,000 
followers in the northern provinces of 
Baghlan and Samangan. 

Mujahideen and western sources fami- 
liar with ISinspired operations say the 
mavericks have recently promised Qul and 
his ally, Baz Mohammed, of neighbour- 
ing Bamyan province, additional heavy 
weapons and unlimited supplies of am- 
munition. In return, the mavericks have or- 
dered Qul to intensify attacks against 
Kayan, an autonomous Kabul regime-back- 
ed fiefdom which abuts the western side of 
the strategic Salang Highway. Kayan is 
home to about 50,000 members of the 
minority Ismaili sect of Shia Muslims. Qul, 
Baz and their followers are orthodox Sunni 
Muslims — rivals of the Shia. 

The sources say the Is! mavericks have 
equipped Qul with long-range radios and 
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ordered him to transmit regular progress re- 
ports back to Pakistan. One guerilla from 
Qui's faction quoted a Pakistani major 
as telling Qul's representatives in Pakistan 
to "consider yourselves under our com- 
mand." 

Western aid workers, returning to Pakis- 
tan in October from Baz's area of responsi- 
bility, said the mujahideen commander had 
then just received a convoy of 21 five-tonne 
trucks loaded with arms and ammunition. 
Qui's deputy commander, Abdul Khalil, 
confirmed in Peshawar that Qul had re- 
ceived munitions from Pakistan over the 
past two months, but he declined to say 
how much. In contrast, both mujahideen 
leaders complained they had not received 
enough arms and ammunition this year to 
take on the Soviet-equipped Kabul regime. 
US officials admitted in August that there 
had been "interruptions" in arms supplies 
to the guerillas. 

“We fight in Kayan day in and day out,” 
Khalil said, adding: “Apart from those in 
Kayan, there are no other government 
forces facing us.” He described the leader of 
the forces in Kayan, Sayyad Mansur Naderi, 
a hereditary religious patriarch, as an infidel 
of the worst kind because he had accepted 
Soviet weapons to fight his own neigh- 
bours. 

Afghanistan specialist Olivier Roy, who 
has travelled extensively in and around 
Kayan, said Qul's antipathy towards Kayan 
stems from conflicts far older than the com- 
munist regime. “Those people [Qul and 
Baz’ followers] have a feud with Kayan 
going back at least a century,” said Roy. 

In contrast, Ahmed Shah Masud — Af- 
ghanistan’s single most powerful guerilla 
leader, whose forces dominate most of 
northeast Afghanistan — has achieved a 
modus vivendi with Kayan even though, 
like Qul’s, Masud's guerillas are Sunni. The 
western edge of Masud’s areas of control 
abut Kayan along the Salang Highway, on 
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the northern slopes of the Hindu. Kush 
mountain range. Members of Masud's staff 
said that when and if the Kabul regime 
seems to be on the verge of collapse, Mansur 
plans to surrender to Masud in return for 
continued autonomy. 

The isi mavericks may have taken sides 
in the sectarian feud precisely because of 
Masud's understanding with Kayan. De- 
spite his military prowess, proven early in 
the war, which he fought entirely with 
captured weapons, Masud was routinely 
slighted by the isi — even before arms grew 
scarce this year. Instead, the ISi has favoured 
less able commanders who have been more 
receptive to orders from Pakistan. If Kayan 
surrenders to Masud, both sides of a long 
stretch of the Salang Highway would fall 
under Masud's control, damaging the Is! 
mavericks' ability to wage war through pro- 
xies as they see fit. 

The mavericks' plans to exploit the en- 
mity between Kayan and its neighbours 


may already have affected Masud's forces. 
In early November, Gordon Adam, head of 
the BBC Pushto-language radio service, said 
he had heard from Kabul that a general of 
the regime had replaced the governor of 
Baghlan province and taken charge of fight- 
ing there against the mujahideen. The 
former governor was Sayyad Naderi Jaffar, 
24, Mansur's son and heir. 

Masud's Peshawar representatives said 
they had received similar information. They 
added that their “political situation" with re- 
gard to Kayan had worsened in recent 
weeks as a result. 

The iSi maverick's support for Qul could 
backfire. Kabul's increased supervision of 
the area is likely to make it more difficult for 
any guerilla faction, including those backed 
by Pakistan, to gain and keep control of the 
Salang Highway. 

In an interview in August, Masud de- 
scribed his relations with Pakistani military 
authorities as "very bad, just as always." 
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Irian Jaya has yet to profit from integration 


The centre takes all 


By Michael Vatikiotis in Jayapura 
J ust 20 years after the “act of free choice,” 





whereby the people of West Irian opted 

for integration with Indonesia, many, 
perhaps a majority, have yet to profit from 
the move. 

Because of the strength of Melanesian 
nationalist sentiment in the Pacific region, 
the problem is politically sensitive and com- 
plex for Jakarta. But even officials in the pro- 
vincial capital Jayapura admit that while 
Irian Jaya's development has been remarka- 
ble in the circumstances, barely any of it 
benefits Irianese. 

The need for a development strategy that 
targets the Irianese is the main focus of a 
comprehensive regional planning proposal 
for Irian Jaya completed under the UN De- 
velopment Programme (UNDP) in August 
1988. Using direct language which many In- 
donesian officials found embarrassing, the 
final rt makes sweeping criticisms of 
Jakarta's overly centralised, macroeconomic 
approach to development. 

Irian Jaya is the country's largest pro- 
vince, but it embraces only 1% of the na- 
tional population. Stressing the area's com- 
plex web of cultures, the UNDP advocates a 
regional development approach. Citing the 
government's over-centralised approach as 
a "fundamental error," the report suggests 
that a regional strategy, which out of neces- 
sity takes local conditions into account, “is 
sometimes at variance with the very idea of 





national development and the thinking of 
those at the national level.” 

The UNDP's approach has been criticised 
for its complex, socially and environmen- 
tally specific approach. “It is unrealistic in 
the Indonesian context, and in any case 
there is no money for this kind of plan,” a 
Jakarta-based foreign aid official said, add- 
ing that the costly study has been virtually 
rejected by the upper levels of the Indone- 
sian Government. 

The quest for a suitable method of de- 
veloping one of the last frontiers in Asia has 
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Dani tribespeople on 
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‘frontier.’ 


And he asserted: “The Pakistanis do not 
have correct or adequate intelligence on 
what is happening in Afghanistan. So they 
draw up plans — like the one for Jalalabad 
— which are of no use to Afghans.” 

Kayan's minority Ismailis are the product 
of a 12th century schism. As in the case of 
Afghanistan's other minority groups, the Is- 
mailis have always faced discrimination. 
Mansur was imprisoned by the former Af- 
ghan government but freed when the com- 
munists took power. 

By mid-1982, much of the Afghan coun- 
tryside had erupted in armed revolt against 
the communist attempt to impose clumsy 
and often brutal reforms. This did not hap- 
pen in Kayan. Government programmes 
barely touched the area, and its leader owed 
his freedom to the new government. After 
the 1979 Soviet invasion, Kayan was offered 
home rule and a modern arsenal in return 
for Mansur's promise that he would not join 
forces with the mujahideen. E 


generated considerable controversy. There 
are many in the international community 
who argue strongly for the preservation of 
Irian Jaya's indigenous cultures, particularly 
as they seem to fit the environment so well. 
Indonesians find it ironic that much of this 
criticism comes from nations which them- 
selves dispossessed indigenous peoples, 
but this only highlights the similarity of 
the situation. The fact is that Jakarta's 
homogenising approach to development 
does pose a threat to the preferred lifestyle 
and culture of the Irianese. 

These problems are compounded by 
lingering irredentist feelings which still pre- 
vent upwards of 10,000 Irianese from leav- 
ing refugee camps across the border in 
Papua New Guinea (PNG). The majority fled 
to PNG in the wake of a harsh military 
crackdown on dissent in 1984. Some have 
returned since then but most remain in 
camps just across the border. Estimates of 
their numbers vary between 5,000 and 
12,000 — the difficulty being that not all are 
living in camps assisted by the UN High 
Commissioner for Refugees (UNHCR). 

"The majority are afraid to come back be- 
cause they suspect they will be killed by the 
military," said a non-governmental organi- 
sation worker in Jayapura. Government offi- 
cials confirmed that those refugees who 
were civil servants would be liable to pro- 
secution. 

Both Indonesia and PNG have played 
down the refugee problem by referring to 
them as "traditional border-crossers.” A 
source in Jayapura said: "The government 
defines those who regularly cross the border 
to see their families in Jayapura as 'return- 
ees.’ In reality very few are coming back." 

A newly established delegation of the In- 
ternational Red Cross (IRC) in Jayapura is to 
play a substitute role for the UNHCR, which 
has not been allowed to operate in Irian 
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Jaya. As well as seeking access to all security- 
related prisoners in the province, the IRC will 
monitor all returnees from PNG and make 
follow-up visits to ensure they are well 
treated. 

Evidence of continued activity by the 
Free Papua Movement (OPM), which seeks 
independence for Irian Jaya, is hard to come 
by at first hand but easily obtained from 
both official and unofficial sources. 

Missionaries report continued pockets of 
rebel activity in the Fak Fak area and the 
Mindiptana, Ninati and Warapko districts 
close to the border with PNG. The military 
continues to mount operations against the 
rebels and recently announced the capture 
of an OPM leader, Elias Awom (REVIEW, 17 
Aug.). Allegations of indiscriminate killings 
of civilians by the army during these opera- 
tions are difficult to prove and are, say mis- 
sionaries, prone to exaggeration. 

From a military standpoint, regional 
commander Maj.-Gen. Abinowo Mukmin 
says the OPM is no longer a problem. "We 
continue to search for insurgents but they 
are difficult to find," he said. Earlier this 
year, a former Swiss missionary pilot, Theo 
Frei, flying in from Australia, landed a rent- 
ed light aircraft in the Mindiptana area. 
The army is certain he brought in supplies 
— possibly arms — for the OPM. 


e have no way of telling how often 
this kind of thing happens," 
Abinowo told the REVIEW. Austra- 
lian sources have themselves expressed sur- 
prise over the failure of their authorities to 
arrest Frei before his flight to Irian Jaya. 

OPM members are said to be active in ref- 
ugee camps across the border where they 
put pressure on people not to return. About 
5,000 Muyu refugees from the Mindiptana 
area are said to be languishing in cross-bor- 
der camps. “We are convinced they have 
the opportunity to come back, but there is 
much propaganda from the OPM saying they 
will be shot,” said Fr Von Pai, the vicar-gen- 
eral of Merauke. Others suggest that fear of 
army operations against the OPM in the Min- 
diptana area is also a considerable disincen- 
tive for coming back. 

Abinowo's claim that his forces are in- 
creasingly less engaged in smoking out scat- 
tered rebels from the jungle falls far short of 
claiming an end to political dissent in Irian 
Jaya. "There is still a political problem here, 
but it is small and encouraged from over- 
seas," Abinowo said. The case of Tom 
Wanggai, a former civil servant recently sen- 
tenced to 20 years in jail for raising the Pa- 
puan flag in Jayapura in December, suggests 
that some educated Irianese in government 
service still reject the presence of the Indone- 
sians. 

Of some concern is the extent to which 
continued neglect of the Irianese in the de- 
velopment of Irian Jaya could fan the flames 
of dissent. Irianese civil servants in Jayapura 
complain that their pay is poor compared 
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with Javanese government employees, who 
receive higher salaries for postings in Irian 
Jaya. 

Resentment over the mishandling of 
land-ownership rights and the preferential 
treatment given to Javanese settlers in trans- 
migration sites are also bones of contention 
and have already led to violent clashes be- 
tween indigenous people and settlers in the 
Arso area, near Jayapura. These and other 
examples of discrimination along racial lines 
make it clear how a man like Wanggai could 
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attract a following. At least 30 people face 
subversion charges in Jayapura for involve- 
ment in the flag-raising incident. 

There are signs, at least at the provincial 
level, of increased sensitivity in this regard. 
A UNDP official in Jayapura told the REVIEW 
that the ideas proposed in the 1988 report 
“are beginning to be accepted.” Jan Pieter 
Carafir, deputy chief of the local develop- 
ment office, said: “We recognise our former 
weakness of neglecting the local people.” 

Irian Jaya’s new provincial governor, Bas 
Suebo, shares some responsibility for this. 
One of his initial concerns has been the vir- 
tual plunder of Irian Jaya’s rich natural re- 
sources by domestic and foreign-owned en- 
terprises without ploughing much of the 
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profit back into the region. Most of Irian 
Jaya's development, Suebo says, has been 
“more oriented to sectoral growth than to 
improving the standards of living of the in- 
digenous people." 

The UNDP calculates, for example, that 
the enclave industry sector (mining) ac- 
counts for about half of Irian Jaya's GDP. 
With investment growing at around 20% 
and household consumption at less than 
4%, "this would suggest that most of the 
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OPM guerillas: strong nationalist sentiment. 


wealth has not been passed on to the [local] 
consumers." the report concludes. 

Illustrated more starkly, the US-owned 
Freeport Copper mine, located near Tem- 
bagapura, annually exports 100,000 oz of 
gold — a mineral bonus from the rich sul- 
phide ores mined in the area — in addition 
to copper. In 1988, Freeport, which in the 
five-year period up to 1989 exported US$1.7 
billion worth of copper concentrate alone, 
claims to have paid US$500 million in taxes 
to the Indonesian Government since it 
began operating in 1967. 

It is not known what percentage of this 
revenue is returned to the local government. 
Suebu diplomatically describes it as "some 
percentage of the royalties paid by the com- 
pany to the central government." The re- 
gional government receives a subsidy of 
Rps 40 billion (US$22.41 million) a year 
which, added to a regional income of just 
Rps 13 billion, suggests that the province is 
heavily reliant on the central government, 
despite its mineral wealth. 

The local government is seeking ways to 
impose stringent regulations on all new in- 
vestments in order to increase renumeration 
for the province and provide more employ- 
ment for local people. It faces a difficult task 
in the case of Freeport. Established in 1967, 
Freeport obtained a favourable 30-year con- 
tract from the central government which at 
the time was anxious to demonstrate to the 
international community its good intentions 
towards the newly annexed territory. 

However, the rules are changing. In the 


MN S y ' 


< diia 


past two years, the government has per- 
suaded Freeport to pay higher royalties, buy 
in locally produced supplies and employ 
more local labour. With a US$500 million ex- 
pansion programme pending, sources say 
Freeport is also anxious to settle new con- 
tractual terms as quickly as possible. 
Freeport has not been the only offender. 
The domestic timber industry has made 
much of plans to establish forest-based in- 
dustries in Irian Jaya. Concessions have 
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been granted with the stipulation that a 
plywood factory or sawmill be built to sup- 
port the local economy. In reality, the 
logging operations are feeding mills in 
Kalimantan, where voracious logging has 
already depleted commercial stocks. Illegal 
logging of such protected hardwoods as 
Ironwood in remote or closed areas of the 
province is also difficult to monitor and re- 
sults in local people receiving minimal pay- 
ment for their logs and labour. 

Existing oil production from Petromer 
Trend and others is declining — from 54.3 
million barrels in 1980 to 22.6 million barrels 
in 1988 — but is still a substantial bonanza 
for the central government. On a standard 


production-sharing split, this would return 
to the state oil firm Pertamina about US$165 
million a year at the least. 

Returning the fruits of investment to 
local people has become more pressing as 
officials in Jayapura cast a wary eye on new 
oil and gold prospectors lining up to exploit 
the area’s considerable mineral wealth. Two 
new oil production-sharing contracts (with 
Chevron and Texaco) have been signed this 
month involving USS33 million dollar in in- 
vestment in offshore exploration. The Inco 
mining concern will shortly start prospect- 
ing for gold in the Oksipil area, located close 
to the border with PNG, and Conoco has 
begun exploring potentially vast onshore oil 
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Irianese are under pressure from immigrant settlers 


Resettlement squeeze 


he village of Koyo Kosa, 30 km east of 

Jayapura, with its tin-roofed houses 

and spacious gardens, neatly illus- 
trates two sides of Irian Jaya’s resettlement 
problems. It was recently settled, with most 
of its 15 families former refugees who had 
fled across to Papua New Guinea in 1984. 
Their subsequent return and resettlement 
lends support to the government's claim 
that returning "border crossers" are not 
harassed. 

Yet hemmed in on one side by transmi- 
gration sites in the Arso area, and on the 
other by encroaching spontaneous settlers 
from Sulawesi, some of the villagers are 
wondering why they bothered to come 
back. Javanese settlers in the Arso transmi- 
gration sites received government assistance 
in the form of food, facilities and agricultural 
extension. The villagers of Koyo Kosa, by 
contrast, are pooling their own resources to 
build a school which will be staffed by a 
teacher paid by the Roman Catholic Church. 
“If we wait for the government to 
help us, we will wait a long time," 
said a village elder. 

Koyo Kosa is not untypical of 
many lowland Irianese villages, 
where the inhabitants find their 
land encroached upon by immigrant 
settlers who then receive preferential 
treatment from the authorities. Land 
alienation causes serious social 
dislocation, development experts 
say, because of the intimate rela- 
tionship with the land imbedded in 
the culture of the people of Irian 
Jaya. 

Most of the land problems have 
been caused by the government's 
transmigration programme which 
has targeted Irian Jaya as a major 
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Road-building in Merauke for lrianese. 


recipient of settlers from overcrowded areas 
of Java. Figures on the number of people 
moved there are difficult to verify, but an es- 
timated 125,000 people are thought to have 
been resettled in Irian Jaya, mainly within 
the past decade. 

The government claims that reduced 
numbers of settlers and more careful selec- 
tion of sites is expected to reduce friction 
over time. But in the coming five-year 
period, the government has plans to settle 
just over 30,000 families on 22,475 ha of land 
— which if achieved will involve at least 
another 100,000 people. Ultimately severe 
budgetary constraints and pressure from 
the World Bank to improve the transmigra- 
tion programme are likely to result in a fur- 
ther contraction of transmigration to Irian 
Jaya. 

In transmigration areas around Jayapura 
and Merauke, lingering problems over land 
issues are further compounded by the per- 
ception among Irianese that they are given 
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reserves in the central highlands, near Tiom. 

Another source of concern is the work- 
er rebellion at the Australian-controlled 
Bougainville Copper mine in neighbouring 
PNG. As the governments of PNG and Aus- 
tralia worry about the potentially destabilis- 
ing effects of the rebellion, Indonesia has as- 
sured Australia of its reluctance to become 
involved. But this does not mean the au- 
thorities in Irian Jaya are ignoring the prob- 
lem. 

"We are watching the situation in 
Bougainville very closely," said Bas Youwe, 
the regent of Jayapura, adding: "The same 
thing could happen here at Freeport — it's a 
matter of wages and the local people." m 


fewer opportunities than the settlers. To 
some extent this has been overcome by the 
mushrooming of non-governmental organi- 
sations (NGOs) which, for example in the 
Merauke area, have specialised in extension 
schemes for the Irianese. The government, 
while concerned about the activities of the 
NGOS, is reluctant to cut off the considerable 
amount of foreign aid they bring in. 

Clearly this dualism in the region's deve- 
lopment, with the church and NGOs helping 
the Irianese and the government concentrat- 
ing on shoring up immigrant settlers, is po- 
tentially explosive. "Transmigration must 
be controlled and well planned," said pro- 
vincial governor Bas Suebo. "We need the 
human resources from other provinces in 
Indonesia, but these people must live hand 
in hand with local people to improve the 
quality of life." 

The World Bank, under considerable 
pressure from environment and human 
rights groups in the US, has played a key 
role in persuading the government to slow 
the pace of transmigration, but has so far 
steered clear of Irian Jaya's internal resettle- 
ment problems. 

Increasingly, these problems of resettle- 
ment go beyond those caused by transmi- 
gration. Given the task of bringing develop- 
ment to a dispersed indigenous population, 
the majority of whom traditionally live 
by hunting, the local government 
is seeking to move people from re- 
mote areas closer to the province's 
sparse road network. To some extent 
this is already occurring spontane- 
ously in Nabire, Fak Fak and Jayap- 
ura districts. But the authorities 
face considerable criticism for their 
plan to move about 4,000 Dani 
people from the Baliem Valley in 
the highlands to the fringes of 
swampy lowlands in the Mam- 
beramo valley. 

Brought forward after an earth- 
quake in August caused extensive 
landslips on heavily cultivated slopes 
in Kurima district, the resettlement 
programme has been attacked by 
missionaries who work among the 
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Dani. They say the move to lowland areas 
will cause land problems, expose them to 
diseases prevalent at lower altitudes, and 
prevent them from growing traditional food 
crops. 

But the government's local planning of- 
fice in Jayapura confirmed a long-term plan 
to resettle a proportion of the 300,000 high- 
landers in lowland areas close to roads. “We 
have to develop the highlanders, we cannot 
keep them in a zoo," said Jan Pieter Carafir 
of the planning office. Supporting this view 
to some extent is a UN Development Pro- 
gramme's report which recommended that 
with overpopulation and pressure on cultiv- 
able land a not-too-distant prospect in the 
highlands, controlled resettlement would 
appear to be the only solution. 

The conflict between indigenous cultures 
and Indonesian notions of progress has long 
dogged development efforts in Irian Jaya. 
However, the view of some development 
experts is that efforts to isolate and preserve 
the indigenous culture may ultimately be 
misguided because they hinder those who 
are already exposed to outsiders from com- 

ing with them. Some Irianese, particu- 
larly those around urban areas in the low- 
lands, have made attempts to emulate the 
industry of neighbouring immigrants, only 
to find they have unequal access to govern- 
ment aid. 

In the Merauke area, fear and suspicion 
bred by strong traditions of black magic, are 
cited as major obstacles to progress. In the 
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Merauke timber worker. 


village of Kupe just outside Merauke, a local 
who spent some years in Jakarta told of 
good land and plentiful water close to the 
village, but a society “broken and dispirited, 
fearful of the power of black magic and un- 
able to work.” Missionaries and local people 
alike attest to the resurgence of black magic 
and cargo cults since the arrival of transmi- 
grants and the social and economic contrast 
their presence has sharpened. 

Some missionaries working among the 
people in this area since the 1950s, admit 
they may have erred by not speaking up for 
the local people out of fear for their own posi- 
tions. Many of the Dutch working in the area 
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The opposition names allegedly crooked officials 


Payola poli 


By S. Kamaluddin in Dhaka 


evelling corruption charges against a 

government or its officials is not a 

new phenomenon in Bangladesh 
politics. However, early this month two of 
the three major opposition alliances, led by 
the Bangladesh National Party (BNP) and the 
Awami League, for the first time publicly re- 
leased lists naming ministers and highly 
placed officials who they alleged were guilty 
of involvement in corruption. 

While the Awami League alliance, 
headed by Sheikh Hasina Wajed, prepared 
its own list of corrupt ministers and officials 
and named two ministers and one top offi- 
cial, a senior BNP leader, retired colonel Oli 
Ahmed, read out a leaflet prepared by an 
obscure group, mentioning four ministers 
and two officials, which corroborated the 
Awami League list. 

However, no names were mentioned in 
newspaper reports, except for an article by a 
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small Bengali-language daily, Naba Abhijan, 
which also printed a photograph of one al- 
legedly corrupt minister, who is known to 
be a rival of the cabinet colleague who spon- 
sors the newspaper. This indiscretion seems 
to have prompted the Information Ministry 
to verbally “advise” the press against pub- 
lishing the details of any allegations about 
corruption. The government and lead- 
ers of the ruling Jatiya Party maintained 
complete silence about the opposition 
charges. 

The BNP alliance and the leftwing five- 
party alliance separately have announced 
their programme for intensifying the agita- 
tion against the government. But, de- 
monstrating the opposition's lack of unity, 
BNP chairman and alliance leader Khaleda 
Zia said her followers would not cooperate 
in the mass agitation with any party op- 
posed to the observance of 7 November, Na- 
tional Revolution and Solidarity Day. 

She was referring to a call by the Awami 
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say they felt inhibited by their nationality in 
the first years after Irian Jaya passed from 
Dutch to Indonesian control. Some have 
since adopted Indonesian nationality. The 
rest face new pressures from Jakarta to 
phase out the role of foreign missionaries al- 
together. While the church has clearly 
played a key role in providing welfare and 
facilities to the people of Irian Jaya, some 
among them regret acting more as inter- 
mediaries between isolated tribes and out- 
siders, rather than in encouraging direct 
contact. 

With the total immigrant population (in- 
cluding "spontaneous" migrants) now ac- 
counting for over 20% of the province's 1.5 
million total (closer to 50% in urban areas), 
the uneven and potentially unstable nature 
of society in Irian Jaya is likely to persist — 
with political and security issues never far 
below the surface. 

A new problem now facing the govern- 
ment is the reluctance of transplanted 
Javanese to take to the pioneer existence the 
government expects them to lead. Develop- 
ment along the province's limited roads has 
been slow to non-existent. The military ad- 
mits it is unlikely that people will move to 
areas along the strategic Trans Irian High- 
way. Thousands of transmigrants have de- 
serted their 2 ha plots for the towns in the 
Merauke area, creating something of an un- 
employment problem — and further re- 
stricting opportunities for the Irianese. 

= Michael Vatikiotis 


League’s Hasina for the date to be remem- 
bered instead as Sepoy massacre day, in- 
stead of its current designation, since hun- 
dreds of officers and soldiers were killed on 
the day in 1977 when the late president 
Ziaur Rahman took power following a series 
of military countercoups. 

Khaleda announced her programme, in- 
cluding a call for a sit-in demonstration in 
front of the Bangladesh Government offices 
on 28 November to “realise the demands of 
professional groups and [to call for] fair polls 
under a neutral government.” Describing a 
rally she held on 11 November as the “semi- 
final,” she said the final round would take 
place on 28 November. 

President H. M. Ershad, while addres- 
sing one of his recent large public rallies, in 
an oblique reference to Khaleda’s challenge, 
said the opposition leader who wanted to 
play in the final round, “actually is playing 
in the third division and will need years to 
be able to play in the first division matches.” 
He said that the crowd Khaleda had man- 
aged to assemble, following two months of 
hard work, could be arranged by him within 
10 minutes and that he could not have re- 
mained in power for nearly eight years un- 
less he had the people’s support. 

As always, with the advent of the dry 
season and cooler temperatures, the political 
scene is expected to begin warming up. Ww 
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Indonesta moves towards normalisation with China 


Another step closer 


By Michael Vatikiotis in Jakarta 


ndonesia will take a few more hesitant 
steps towards normalising its relations 
with China when Chinese Foreign 
Ministry officials arrive in Jakarta in early 
December to discuss the formal resumption 
of diplomatic ties, frozen for more than 20 
years. The visit, agreed by both sides after 
talks at the UN in September, is being 
played down by the Indonesian Foreign 
Ministry in Jakarta because of President 
Suharto's reluctance to indicate a time frame 
for normalisation. 

Diplomatic sources in Jakarta speculate 
that the process could be completed by the 
beginning of 1990, but Suharto himself has 
hinted it may take longer. During a visit to 
Jakarta by Singapore Prime Minister Lee 
Kuan Yew in September, Suharto stressed 
that Indonesia had yet to make a decision on 
when to exchange ambassadors. Singa- 
pore's stated policy is not to normalise its 
relations with Peking before Jakarta. 

Peking has long been ready to end the 
period of antipathy between the two coun- 
tries which began after China was impli- 
cated in a 30 September 1965 attempted 
coup. Despite the fact that Chinese involve- 
ment in the coup remains central to the offi- 
cial explanation of the events of 1965, the 
Indonesian Foreign Ministry has lobbied 
Suharto to restore ties for many years. 

Many felt Indonesia's standing in the 
Non-Aligned Movement and in other 
forums in which it staked a leading role was 
being affected. "We have suffered too long 
from the image of being a client of the US 
and Japan," said Juwono Sudharsono, a 
leading academic specialist in international 
relations at the University of Indonesia. 

Economic factors reinforced this argu- 
ment in the 1980s as Indonesia, fearing pro- 
tectionism in the West, began to look for al- 
ternative markets for its exports. A 1985 
agreement re-established bilateral trade ties 
with China, increasing two-way trade — 
conducted mainly through Singapore and 
Hongkong — to more than US$500 million 
annually since 1985 from less than a US$230 
million total for the 1982-85 period. In 1988, 
total indirect trade between the two ex- 
ceeded US$900 million. 

However, it is far from clear to what ex- 
tent these rational arguments played a role 
in Suharto's surprise move to meet briefly 
with Chinese Foreign Minister Qian Qichen 
in Tokyo, where they were both attending 
the funeral of Emperor Hirohito. The 23 
February meeting, though initiated by the 








Chinese, was agreed to in Jakarta without 
consulting the Foreign Ministry. 

As chairman of the coordinating body set 
up by presidential decree after the trade 
agreement in 1985, Indonesian State Secret- 
ary Murdiono was the only senior official 
closely involved in the Tokyo negotiations. 
Foreign Minister Ali Alatas was engaged 
elsewhere and not present in Tokyo. In fact, 
negotiations with the Chinese through the 
UN since 1985 have been handled exclu- 
sively by the State Secretariat, a source of 
frustration in the Foreign Ministry. 

Indonesian analysts have explained 
Suharto's decision to trigger the process of 
normalisation as an example of his finely 
honed political intuition. The past year has 
seen the president adopt a more active, ap- 
proach to international relations. On his re- 
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turn from Moscow in September, Suharto 
suggested that with the country on a more 
secure economic footing, it was possible to 
conduct a more assertive foreign policy. 

But his subsequent reluctance to decide 
on when to invite the Chinese back to 
Jakarta is being taken as a response to 
domestic opposition to the move. Although 
initially forced by circumstances to accept 
the results of the Tokyo meeting, the mili- 
tary has since made its opposition to nor- 
malisation clear. In July, the governor of the 
National Defence Institute, Maj.-Gen. 
Soebiakto said in a speech: "We can con- 
dude the way [China] preserves her in- 
terests in Southeast Asia in the future will be 
through political, military and subversive 
efforts." 

Sources say the military remains con- 
cerned about broad security implications of 
resuming ties with China. Peking's con- 
tinued support for the Khmer Rouge in 
Cambodia and China's occupation of sev- 
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eral of the disputed Spratly Islands is not a 
convincing demonstration of Peking’s re- 
solve not to interfere in the domestic affairs 
of other countries. 

Internally, there remain up to 300,000 
"stateless" ethnic Chinese in Indonesia with 
claims to Chinese citizenship. The intelli- 
gence services go to the trouble of having 
operatives trained in Taiwan to keep tabs on 
them. There are also said to be many people 
waiting in China to visit relatives in In- 
donesia as soon as relations are restored. 
Military intelligence continues to regard the 
Chinese in Indonesia as "potential fifth col- 
umnists,” a political analyst said. 

Suharto's own opinions on the export 
of Chinese communism may have been 
changed by influential businessmen who 
wish to expand trade and business links 
with China. Already much of the trade is or- 
ganised through companies with close links 
to the president. 

Two of the three Indonesian private 
banks which are correspondents for the 
Bank of China are Bank Central Asia and 
Bank Umum Nasional, both controlled by 
Liem Sioe Long, who developed links with 
Suharto when the latter was army com- 


mander in Central Java in the 1950s and re- 
mains among the close associates of the pre- 
sident. 

The Indonesian Chamber of Commerce 
runs a China trade committee from the of- 
fices of the private shipping company, Trik- 
ora Lloyd, owned 40% by Suharto's second 
son, Bambang Trihadmojo. 

Business sources in Jakarta say the Sino- 
Indonesian trade network is well estab- 
lished and that diplomatic relations are not 
an issue for most businessmen. "Most of the 
larger Chinese business groups in Indonesia 
already have more or less permanent rep- 
resentation in China," a member of a recent 
trade delegation to China told the REVIEW. 

Indonesian trade delegations, which visit 
China twice yearly, consist mostly of smaller 
Indonesian-Chinese businesses. However, 
large business groups are believed to be eye- 
ing the potential profits from government- 
to-government and counter-trade oppor- 
tunities after normalisation. a 
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Traveller’s Tales 


hina has always been a myth, not 

only to foreign devils or barbarians 

who have invested it with their 

dreams, the mirage of a distant 
civilisation, but also to the Chinese them- 
selves who have for the last several millen- 
nia looked at the rest of the world through 
the distorting lens of the Middle Kingdom. 
To visit “China” has, for most foreign 
devils, been a challenge — whether or not 
to believe or participate in the myth. 

Over the past four decades or so, the for- 
eigner has been given a choice: whether to 
swallow the revolutionary claims of Peking 
or to adopt those of the Kuomintang. The 
latter myth had powerful advocates — the 
US and others who found it politic to go 
along with the fiction that the whole 
Chinese civilisation, plus its claims to recog- 
nition and posterity, had in 1949 transposed 
itself to the island of Taiwan. 

There, with an ever-increasing lack of 
credibility, was installed the “Republic of 
China,” complete with the works of art 
looted from the mainland and a general 
agreement to overlook the ruthlessness 
with which the 2 million or so who fled 
the communist hordes had imposed their 
rule. 


To visit the mainland, at least during the 
years up to the mid-1970s, was to participate 
in another myth. Peking's claim to be China 
was obviously more credible and the writ of 
the Chinese Communist Party ran in most 
of what traditionally was China (always al- 
lowing for disputed areas snatched by the 
imperialist Russians or British plus, lament- 
ably, such former tribute-bearing countries 
as Tibet). That much was acceptable to 
most. The trouble was that at the same 
time the visitor had to swallow the myths 
of the revolution and of the cult of Mao 
Zedong. 

Both fictions strained credulity, though 
both shared the third fiction of “One 
China.” For decades, the claims of Taiwan 
demanded a much greater willingness to 
suspend disbelief. Peking’s myths grew 
stronger during the 1970s as the regime 
there edged itself out of Maoist dreams and 
closer to East Asian realities. In Washing- 
ton’s wake, most countries clambered 
aboard the Dengist bandwagon, leaving 
Taiwan pursuing its own mirage in increas- 
ing isolation. 

The atrocities of early June around 
Tiananmen Square punctured the new 
Dengist myth and should, by any ideologi- 
cal logic, have inflated that of Taiwan. All 
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the more so because the island republic had 
itself been edging its way towards greater 
credibility. Its process of liberalisation had 
been an unlikely development: against all 
past form, the ageing dictator, Chiang 
Ching-kuo, inheritor of his father’s dynastic 
myth, had seen the direction in which the 
tide was flowing. 

Recently in Taiwan, I asked several 
ministers and senior officials about this as- 
tounding perception — astounding because 
it contradicts the story of so many ageing 
Asian leaders. Most of these have become 
progressively more shielded from the 
realities of the societies they rule and more 
convinced that they represent their national 
weal. 

None of those ministers and officials I 
questioned in Taipei claimed the credit for 
acting as CCK’s successful fortune teller. It 
seemed generally agreed that the old presi- 
dent had noted developments in Thailand, 
and the way it had progressed, as Potential 
Domino No. 1, towards stable democracy 
and prosperity. He had also noted the tidal 
waves created by the prolonged agony of 
South Korea and the victory of people's 
power in the Philippines. There were stir- 
rings too in Taiwan itself. 


And so, incredibly, the old man — rather 
like his opposite number on the mainland — 
had decided to adapt and to preside over 
change. In the last years of his life, he ended 
martial law, allowed opposition parties to 
function, opened up debate and the press 
and instituted other measures which had 
hitherto been unthinkable, such as direct 
human contacts with the mainland. Say 
what you like about the Chiang dynasty, the 
Last Emperor deserves much credit, and 
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the judgment of history remains unfinished, 
like the artist's picture. 


Taiwan today is living uneasily with this le- 
gacy. All the instincts of the KMT demand 
that many of the things now being freely 
said in the run-up to the first real elections 
the island has ever experienced should be si- 
lenced. It is still illegal to suggest that any 
realistic future for Taiwan should involve a 
political independence to match the eco- 
nomic self-reliance already achieved. It is 
not a crime to advocate independence ver- 
bally, even at election rallies, though 
theoretically it is illegal to advocate the op- 
tion in print. 

Meanwhile, democracy is a plant only a 
couple of years old, with a long way to 
grow. The temptations of power remain 
powerful: votes are still buyable as long as 
the sources of money are under control. So 
with the media: new publications prolifer- 
ate, but the big circulation newspapers and 
magazines are in the hands of the establish- 
ment, as is access to television screens. The 

ition is faction-ridden, and stirs un- 
comfortable feelings among the majority of 
the electorate who do not wish to rock a boat 
which has proven sea-worthy. It will count 
itself lucky to catch a haul of more than 30% 
of the vote. 


The ruling KMT, however, has the equiva- 
lent of the medieval court jester, whose 
function was occasionally to remind the 
monarch that he was human. If its imperial 
instinct (fortified by the old KMT guard 
which has been ludicrously installed in 
Taiwan's "parliament" since 1949) is ever in 
danger of succumbing to the temptations of 
cracking down, the Peking joker will cackle 
"Tiananmen, Tiananmen." That is the best 
guarantee that Taiwan will, unlike China, 
push on with its reforms. 


And, to top it all, it seems that, according 
to this ad, spotted by Ron Alpe, a Taiwan 
firm has discovered the answer to world 
hunger: 
SELF-FOODING TRAY 


o1 


$ ^x x 2 > 


O P 
: 4 / LOOK! Our Company excellent ware of 
"S “Update tray". 


In turn modern world of hurried business | 
to design this tray. 

Owing to using specially size and material 
make this tray and then have skill, 
practical use, heat resistance, unchanged 
figure, non-breakable and easy clean etc., 
function. 
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JAPAN 


Self-consciously experimental, a new generation of architects comes of age 


Bricks and bouquets 





By Dennis Normile in Tokyo 


n popular magazines, on television talk 

shows and on the radio, architecture 

has become Tokyo’s fashionable topic. 

Architects are instant celebrities, and 
there seems no end to the media’s fascina- 
tion with designers’ futuristic plans for the 
city. Japanese are being bombarded with 
architectural visions of subcities floating in 
Tokyo Bay, or burrowed underground, or 
bundled into 500-storey buildings. 

One consequence of this fascination has 
been increased attention to buildings and 
design. But more importantly, it has high- 
lighted the ideas and work of a new genera- 
tion of Japanese architects. This new genera- 
tion has come of age along with Tokyo's 
skyrocketing land values and skyline. It is 
a generation self-consciously experimental 
and boastful of its free hand. Their handi- 
work reflects this: there is no dominant style 
and little consensus on what constitutes 
good architecture. 

Japan's building and zoning codes are 

fussy, detailed, arbitrary, and, many charge, 
out of date regarding safety and new mate- 
rials. But for style it is strictly laissez faire. 
Probably only in Japan would an architect be 
able to proclaim gleefully that one of his 
buildings "totally ignores its surround- 
ings." 
The architect was Edward Suzuki. Of 
German-Japanese parentage, the handsome 
42-year-old is a good example of the ar- 
chitect as celebrity. He models men's fash- 
ions, has designed jewellery and hosted his 
own television show. His buildings are 
marked by jagged edges, seemingly frac- 
tured concrete beams and peeling facades. 
He started playing with this approach by 
taking simple boxes and adding twists and 
turns. 

"After a while, I collected a few of these 
buildings. I thought I should give it a 
name." He calls it anarchitecture, crossing 
anarchy and architecture. 

His buildings are playful and eye-catch- 
ing. But even Suzuki admits his focus has 
been too superficial, too much on the sur- 
face of buildings. And it is also too close to 
deconstructionism, the latest architectural 
fad. He intends to let anarchitecture rest for 
the moment. 

He is, of course, aware of what sur- 
rounds his buildings. "But because I am, 1 
do whatever I want." Suzuki echoes a com- 
mon observation: in Tokyo, there is no 





urban context, no prevailing atmosphere 
with which to harmonise. That freedom, he 
says, is one of the strengths of Tokyo. Yet, 
he adds, the city should have more controls 
over design. 

Hideto Horiike, on the other hand, reacts 
to the surroundings of his buildings. At the 
Kiyosato Bus Terminal in a resort town west 
of Tokyo, a strong but simple steel grid 
facade runs the length of the site to bring "a 
serene urban sense to this crudely de- 
veloped town." For an office building in 
Tokyo, he fused a glass skin and a stone 
facade to bridge the change from neo-class- 
ical stone commercial buildings at one end 
of the site to the glass office towers at the 
other. And for a luxury condominium in a 
residential area he built translucent walls 
around the edge of the site and even placed 
steel mesh screens arching 
overhead to shield his resi- 
dents from the sight of the 
“ugly neighbourhood." 

Horiike, 39, has already 
reached a level of success 
many independent archi- 
tects never attain. His cur- 
rent projects include resort 
hotels in Japan, a restaurant 
in Hawaii, a beach house 
near Los Angeles, a con- 
dominium in Manhattan and 
a villa renovation in France. 
He has his own or associated 
offices in six cities on three 
continents. 

He says he has not been 
greatly influenced by other 
designers, but then he points out echoes of 
Le Corbusier in his work. He criticises the 
previous generation of Japanese architects 
for borrowing too much from the West, but 
then says that he does not note national dif- 
ferences. 

One architect who is consciously turning 
to Japan's architectural traditions is Yo- 
shihiko Ohsugi, 44. "Rather than imitating 
other countries, I think there are many good 
points about Japanese architecture. With its 
long history, we shouldn't treat the tradition 
badly." Ohsugi's search for a way of achiev- 
ing the traditional spirit with modern mate- 
rials has led to concrete, exposed but exquis- 
itely detailed and finished, and a glass block, 
for the diffused lighting effect reminiscent of 
shoji (paper screens). 

Sometimes his glass block walls are the 
actual walls of the building. Sometimes they 
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Overworked Takeyama. 


form a screen at the edge of the property, 
with the building set back and a tiny garden 
in between. By day the concrete and glass 
block gives a hard, hi-tech feel to his build- 
ings. At night, lit from within, the glass 
block walls glow, not really lighting the adja- 
cent streets but providing a dim beacon, like 
paper lanterns. 

In his residences he typically includes 
tatami mats in at least one room. He likes the 


. fragrance new mats add to a home. But his 


made-to-order tatami come without the bor- 
ders, in squares instead of rectangles, and 
sometimes in different colours. The joints 
between mats are carefully coordinated with 
the joints in the concrete walls. The result is 
a spare, extremely austere space. 

Another architect, Kiyoshi Takeyama, 
is interested in creating unprogrammed 

spaces for chance encounters 
; among people and objects. 
: He does this by using col- 
= onnades, long corridors, 

bridges and grand staircases 
to connect diverse activities. 
In a resort hotel he is design- 
ing, the restaurants, meeting 
rooms and banquet halls are 
strung out along what is real- 
ly an interior promenade that 
runs the entire length of the 
long building. Guests com- 
ing and going to different 
functions will have to cross 
paths. 

"| don't think [Japanese 
architecture] is a very real 
theme," says Takeyama. "I 

probably feel closer to Etienne-Louis Boullee, 
for example, and Claude-Nicolas Ledoux 
[18th century French architects], than to the 
Rikyu Detached Palace. Or take the Greek 
tradition, and then Japan's Edo period style, 
I don't know which I know better." 

Putting these theories into practice is a 
new opportunity. Takeyama, who is 35, 
says that his generation of architects fin- 
ished school in the economically stagnant 
mid-1970s and were left with the choice of 
either starting their own firms or giving up 
architecture. “There were no positions, we 
were shut out of big companies. We started 
by ourselves working on things like tiny pri- 
vate residences, because we liked architec- 
ture, we liked design," he says. 

In addition to the tiny projects, 
Takeyama entered architectural contests. 
His firm did not win but this was actually a 
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relief since his office is too small to 
execute truly large projects. But they 
came in second and won two hon- 
ourable mentions in recent major 
competitions. The attention led to 
commissions, and then more and 
bigger commissions. “Two or three 
years ago, we didn’t have any work,” 
he says. "Now, we're too busy. My 
generation has an awful lot of work,” 
he says. 

Just when modern Japanese ar- 
chitecture appears to be ground- 
ed in concrete simplicity, the 36- 
year-old Masaharu Takasaki emerges 
with a wild stainless steel building 
in Tokyo. The office-residence runs in 
a "U" around a central patio and is anchored 
at one corner by what looks vaguely like 
a conquistador's helmet. The rest of the 
building has so many alternating strips 
of windows and protruding folds of stain- 
less steel it is impossible to be sure, from 


Takasaki's building for mind and body. 





outside, just how many floors there are. 

“I intended to make this building with 
the body, mind and spirit of a person to 
freely take flight consciously or uncon- 
sciously, inciting one's perception and to 
realise one's own self," Takasaki wrote of his 
building. 





AFGHANISTAN 


The national poet writes a novel of war 


M 


By Ahmed Rashid in Kabul 


uleman Laeq, Afghanistan's national 
"X poet and writer, tries very hard to look 

like Lenin. The same goatee, flashing 
eyes, bad teeth, a wry smile and hand 
gestures reminiscent of old newsreels of 
Lenin. The similarity is ideological as well: at 
69, Laeq is one of the oldest Marxists in 
Afghanistan, and 25 years ago he helped 
found the ruling People's Democratic Party 
of Afghanistan (PDPA). 

A Ghilzay Pathan from Paktika close to 
the Pakistan border, Laeq has served in al- 
most every regime since the 1978 coup that 
brought the PDPA to power, but he has also 
spent time in jail — when his Parcham 
faction was out of favour. He is a prolific 
short story writer and poet in Persian and 
Pushtu, the language of the Pathans, and 
the country's new national anthem was 
composed by him. Now, Laeq is writing 
a novel in verse which his colleagues 
say could become the definitive fictional 
work about the decade of bloodshed in 
Afghanistan. 

Besides being a writer, he also is the 
minister of tribes and nationalities and a rec- 
ognised expert on Afghanistan's tribes and 
ethnic groups and their customs and cul- 
tures. He has had considerable success 
in winning over former supporters of the 
mujahideen through a mixture of persua- 
sion, knowledge about the clan system and 
bribes. His title of national poet is hotly dis- 
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puted by the mujahideen who consider him 
a pro-Soviet atheist, but his poems have 
been published in India and the Eastern bloc 
countries. Even the BBC Pushtu-language 
radio service occasionally broadcasts his 


“Poetry blossoms when something 
extraordinary takes place that changes 
people’s lives, but this war has destroyed a 
whole generation of Afghan poets,” he said 
in a recent interview that was punctuated by 
the sound of rockets exploding a few blocks 
away from his office. Although a noted 
party hardliner, he is revealingly self-critical 
about the PDPA's past failures. "We failed to 
contribute to the beginning of a good turn- 
ing point in Afghanistan — to make the rev- 
olution bloodless. Internal and external con- 
spiracies threw us into a river of blood,” he 
added. 

For four years he has been writing a verse 
novel in Persian called, A Man from the 
Mountains. The hero is an Afghan tribes- 
man, “beautifully proportioned, carved 
from marble with red and black glowing 
skin — a typical proud, enigmatic Afghan 
who has to answer the questions of what he 
has done." The novel is based on a real inci- 
dent in 1980 when Laeq arrested a guerilla 
and offered to pardon him, because of his 
stunning self-confidence. 

“The guerilla refused to be pardoned and 
then asked me why should I pardon him. 1 
answered because it would be stupid to kill 
such a handsome man," Laeq said. "The 
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; These architects have little in com- 
mon in terms of style. The absence of 
any dominant architectural aesthetic 
or recognised architectural giants 
leaves them free to pursue their own 
approach. “There were great masters 
like Tange, Le Corbusier,” says 
Suzuki. “Now everybody is on their 
own. That is one reason why young 
architects can express themselves so 
freely.” 

Although some of the steam 
seems to be finally running out of the 
recent building boom, Japan still has 
a long way to go to bring its housing 
and public amenities to a level reflect- 

ing its wealth. This and the interest in good 
design led one foreign architect working in 
Japan to claim it as the place to be for ar- 
chitecture in the 1990s. Some of these 
younger architects are not so sure. They 
note that in Japan, fads go just as quickly as 
they come. a 


guerilla replied: ‘I am pledged to be hostile 
to you and if I accept your pardon it would 
mean breaking my pledge. I am a man fight- 
ing against you and I don't want to become a 
liar — in response to your goodness I can 
only give you the truth." 

Laeq said he freed the man, even though 
the guerilla told him he would carry on 
fighting. Since then this figure has haunted 
Laeq and he has been writing incessantly 
about him. "Such is the pain of Afghanistan 
that huge personalities, everyday heroes 
now kill each other in the darkness and our 
friends say hurrah for the killing of such 
heroes," Laeq added mournfully. 

His book includes all aspects of the war, 
the harsh but beautiful Afghan countryside, 
the debates between the mujahideen and 
the PDPA. The hero finally leaves the mujahi- 
deen and joins the revolution, but he then 
disappears because nobody can answer his 
questions. “My hero has such a spell on me 
that he is leading me, rather than me leading 
him. I worry about him. Once he cried in the 
book when I did not even want him to cry," 
said Laeq. 

Laeq said the novel will be his life's work 
but it will never be finished until the war is 
over. “It will still be around when I am gone 
— a tribute to this brutal war and the noble 
Afghan people who will be ultimately re- 
warded for the blood they have sacrificed," 
he said. 

Laeq talks about politics in terms of folk 
parables and verses culled from Persian, 
Arabic, Urdu and Pushtu poets. When 
asked about prospects for peace and the 
exiled King Zahir Shah, who from Rome 
vacillates over whether to play a role in a 
peace settlement, Laeq answered charac- 
teristically from an old Pushtu poem. 
"Everyday my girlfriend promises to give 
me a kiss — always tomorrow, tomorrow. 
Oh God, when will tomorrow come? . m 
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Letter from Aomori 


-""""""EB in Japanese folk- 
lore, Mount Osore- 
zan, a  2,700-ft 
dormant volcano 
which dominates 
the Shimokita pen- 
insula at the north- 
. em tip of Japan's 
main island, is considered a mystical gate- 
way to the afterlife. Legend has it that in the 
year 862, a Buddhist priest named Jikaku 
erected a temple at the foot of the moun- 
tain, turning the spot into an auspicious 
rendezvous point for local mediums, their 
patrons and, apparently, their ethereal 
visitants. 

What Jikaku started has turned into a bi- 
annual festival at Osorezan in Aomori Pre- 
fecture when 15 blind female shamans called 
itako return to perform spirit-conjuring ritu- 
als for the convinced and the curious. Since 
1910, the itako have been appearing every 
July and October. In recent years, deluxe 
buses filled with tourists also have been 
showing up just as regularly. For seven days 
each year, the buses start arriving at 6:00 
a.m., and a stream of tourists file past the 





glitzy souvenir stalls and then form queues 
in front of the 15 square tents standing on an 
eerie, rocky expanse. 

. Inside each tent, there is a tatàmi mat 
barely big enough for four persons, a 
wooden bowl for donations and some can- 
dles. The grandmotherly itako sit on their 
heels in front of the mat, clutching strings 
of prayer beads hung with age-blackened 
animals' teeth and smooth yellow fragments 
of bone. The tent flaps are all drawn wide 
so that anyone waiting in the front ranks 
of the queues can hear what the petitioners 
are saying, and many, in fact, make a point 
of it. 

In one of the tents, a middle-aged man 
begins: "My wife died three years ago. 
Since then my business has been going 
downhill, and I have trouble with my kids. I 
drove all night from Tokyo." The women 
looking over his shoulder make sympathetic 
noises, while the itako thanks the man for 
travelling the 500 miles and asks how his 
wife died. "It was cancer," he answers. 

She clicks the beads and bones together 
and begins chanting. She pauses, and then 
suddenly releases a rush of words in a low, 


singsong voice. Her head starts turning 
slowly from side to side. The tired Tokyoite 
switches on his tape recorder the moment 
she begins, because her own northeastern 
dialect is difficult for most Japanese to un- 
derstand entirely, and her speech under 
trance sometimes grows slurred and repeti- 
tive. Yet one thing comes across unmistaka- 
bly clear: she takes herself extremely seri- 
ously. 

After 10 minutes the itako finishes with a 
slight bow, which her supplicant returns be- 
fore her unseeing eyes. She asks how long 
she has been "away" and someone tells her. 
The man looks a little puzzled, but not dis- 
satisfied, as he drops two or three ¥1,000 
notes into the bowl and takes his leave, al- 
ready re-winding the tape. 

For the man from Tokyo, the trip to 
Osorezan and a session with an itako offers a 
glimpse of an enigmatic tradition. Most vis- 
itors come away impressed. Some memory 
of the friend or relative has been evoked, but 
whether this has been through the agency of 
the supernatural or simply through powers 
of concentration focused by the occasion 
does not seem to matter. 
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Whatever their powers, itako have kept 
alive the shamanist practice called kuchiyose. 
Some call them modern-day sorcerers, and 
the blind women who become itako say they 
are following a hallowed tradition. Toyo 
Kawamorita, for instance, has been an itako 
for more than 40 years, a vocation she claims 
she was spiritually drawn to but studied 
long years to perfect. 

"In the past, blind people led a very dif- 
ficult life. They could do little work in the 
fields or elsewhere. But blind women from 
the Nambu area [eastern Aomori] have al- 
ways had a chance to ask an itako to train 
them, and in this way they could try to bring 
something into the family, and to help 
people," says Kawamorita who now lives in 
a village surrounded by apple orchards. 
"Not all who try can succeed, however." 

Kizo Miura, the husband of another itako 
and for many years the organiser of the 
itako's trips to Osorezan, says young blind 
women still ask to be taken on as appren- 
tices. "If they have real guts they can stick 
with it and learn . . . but then again, some 
are just not really suited for it," he says, 
sounding like a coach describing some 
promising new recruits. He adds that two 
women are currently studying and "coming 
along nicely." 

Kawamorita listens with her eyes only 
half-open; she suffers from serious catar- 
acts. She can see just well enough to try 





swatting a fly on the table, but not well 
enough to come very close. 

"| spent 10 years with my teacher," 
Kawamorita says. "It took three years of 
concentration before I learned to call the 
spirits at all. But then I knew I could do it, 
and I have been doing it ever since." 

Kawamorita says the petitioner's at- 
titude, his degree of belief or expectation, 
has no bearing on her response. “What hap- 
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pens, happens, whatever people may think. 
But you must remember that what we are 
doing is not fortune-telling, exactly. Look at 
it as prayers for the dead. We summon them 
to show that we honour their memory. 
Often, as part of their message, the spirits 
say that something will occur. Later it does 
occur. There have been many, many cases 
of this, but it is not our main purpose." 

She pauses for a sip of tea, as if deciding 
whether to continue. "I never remember 
what they say, anyway. When I am done, I 
have no idea what has been said, and only a 
vague sense of how long it has taken. It is 
not me, you see, who is speaking. 

"Every so often I fail to make any contact 
at all. The longer a person has been dead, 
the harder it is. And of course if a spirit is 
very old, it does not know you, and there- 
fore it will have little or nothing to say. This 
year, many people wish to call Tenno Heika 
[Emperor Hirohito]. I tell them, ‘No, try 
someone you knew’,” she says. 

Aomori Prefecture estimates that 350,000 
people a year visit Mt Osorezan; 100,000 of 
them during the itako festivals. “They come 
because this is the one place in the country 
you can still find us, although it is rumoured 
there are two itako living on the island of 
Kyushu. People come to pay their respects 
to their dead,” Kawamorita says. Clearly 
Kawamorita’s interest lies in practice, not 
theory. m Christopher Fitzpatrick 
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When in 1986 a cross section of Euro- 
gpean institutional money managers were 
asked to name the most promising Asian 
»stockmarkets they chose Seoul — and 
"Shanghai. Seoul seemed a logical choice, 
piven the strength of the South Korean 
_=conomy, and Shanghai only partly whim- 
sical, given China's "open door” policy. As 
ings turned out, they were wrong on both 








st The South Korean stockmarket has per- 
Kormed well, but because of a slippage in the 
„official timetable for liberalisation, has re- 
amained virtually closed to outsiders. Shang- 
lhai's aspirations, of course, have once more 
libeen crushed by the heavy hand of Peking, 
just as they were in the 1950s. 
-.. Among Asia's stockmarkets, the real ris- 
ing stars during the past couple of years 
have been Bangkok and now Jakarta. Mani- 
la too is re-emerging from the economic col- 
apse of the final Marcos years. And there is 
cause for believing that India’s stockmarket 
olds more promise than does China’s. 
With so many new markets emerging 
rapidly in the Asia region it is not surpris- 
"ing that a whole new industry of analysis 
-should have sprung up among brokers in 
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US$16.95. 


mats mia REO eh wd NN HL agar wend ———— A ANE 


the world’s most fantastic hi-tech gadgetry 
must have science. And if it also produces 
literature, then its safe to assume it porani 
4 hass science fiction too. 

^ Two new books, in English, prove that 
“this i is true: an. anthology of translated short 
st ries. and an academic look at how Japan- 















citing study, Japanese Science Fiction. Hi: | 
notes, however, do not reveal if or where .. finds exar 
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Bulls in an Asia shop 
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the Tokyo securities houses are paying more 
attention to regional stockmarkets. _ 

Amid the volumes of research these 
brokers are producing, Robert Lloyd George 
offers a book-length guide to the stock- 
markets of Asia. Lloyd George is managing 
director of Indosuez Asia Investment Ser- 
vices in Hongkong, and the architect of a 
number of country funds which Indosuez 
has launched for investment in specific 
Asian markets. He manages on the whole to 
avoid the pitfalls of vested interest and has 
produced an objective as well as interesting 
analysis. i 

His book is more than simply a prac- 
titioner’s manual, though it is probably 
going a bit far to claim, as he does, that the 
book "provides the general reader with 
everything he needs to know in order to in- 
vest in Asian stockmarkets." In a work de- 
voted more to (very useful) statistics than to 
written text there is scarcely room to dis- 
cover all the pitfalls and peculiarities, as well 
as the undoubted opportunities, in Asian 
markets. 

The chapter on Hongkong for instance is 
particularly bland while those on Singapore 
and Malaysia talk little of the imminent split 
of the two markets. But the book offers a real 
service in its analysis of those markets where 
international interest is currently most 
strong: Bangkok, Indonesia and Manila. 


There also is a strong chapter on India. 





these translations have been published. 


Matthew aims to "take a fresh look at the 
| Japanese mind" through science fiction, 
. which he dubiously calls “a uniquely mod- 
em medium." It takes courage to promise = 
freshness from something as stereotype d 





"the Japanese mind." 


The first part follows the genre frei its | 
beginnings in the 1880s through the period 
of development from 1920-50. Some stories 
were about future warfare and “anticipated” | 


the fall of the Japanese empire. 


The next section starts with the jaded Ja- i 
panese citizen who needs fictional diver- .. 
sions from the boredom of peace and safety, 
. and continues with advertising and media, - 

, economics and commerce, human values, 
generational change, and sex. | 
The third part is a good example of how 
Matthew uses a specious technique that can i 
be called “culturalist reverse engineering” to t 

inswer his pre-answered question: what 
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A thoughtful introduction by Lloyd 


George makes the valid point that investors 
should be prepared to take a long-term view 
of Asian stockmarkets rather than trying to 





trade in and out for maximum profit from | . E 
one cycle. And they should diversify their = > 
portfolios beyond Tokyo to other markets = 


where the potential for future growth is ar- 
guably much greater than in Japan's already 
over-valued equity markets. 

It does not follow automatically that a 
country's stockmarket grows proportion- - 
ately to GNP, but stockmarkets do tend to re- 
flect the bias towards industrialisation, and 
the shift towards industrial development in 
Thailand and other Asean countries is not 
yet reflected in stockmarket capitalisations. 

Southeast Asian countries seem more 
likely to follow a Japanese model of eco- 


nomic development (and thus stockmarket a 


growth) as Japan’s investments in and trade 
with the region increases dramatically. Hav- 
ing observed such points as these, Lloyd 
George is probably guilty of understating 
the impact which increased Japanese 
portfolio investment in Asian stockmarkets 
is going to have in the 1990s. 

His book makes the good point that 
“India is perhaps the most promising” Asian 


stockmarket for the future, now that the | E : 


Asean markets have begun to really emerge. 


He also repeats his theory that Vietnam is — 


being subjected to the “domino theory in re- 
verse” and that, far from communism in In- 
dochina snuffing out capitalism in Thailand 
and Malaysia, Vietnam may well have its 
own thriving capitalistic economy and capi- 
tal markets before very long. 
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Tn the last part, Matthew explores more | 
interesting themes like fear of excessive re- 


gimentation, alienation, and war and the 
bomb. Japanese sF is "the only technology- 
conscious, forward-looking, and future- 


oriented literature that stands outside the 





i Western framework of ideas and Western- | 


dominated discourse." 
Fortunately, Matthew's study is not a 


prere queda for enjoying The Best oia 





; of Japanese society. But de p 
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ne s of what he is s looking fore 259 
gods with limited powers, yearnings foro 
Nirvana, less need for individual privacy, _ 
~ Confucian overlays, and other themes - 

. which convince Matthew that he has ^. . 
discovered another karma of Japanese at ..— 

 andlife. 
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Tall tales from the underground 


Red Revolution, Inside the Philippine 
Guerilla Movement by Gregg R. Jones. 
Westview Press, Boulder, US$26.95. 


The infamous bombing of an anti-Mar- 
cos rally on 21 August 1971 in Manila's Plaza 
Miranda was a classic F ilipino crime: lacking 
tangible evidence, subject to sinister in- 
terpretation by politicians of all persuasions, 
implicating the ruling party and various mi- 
litary cliques, guided by no clear motive, 
and forever unsolved. 

By bucking the conventional wisdom 
that the late president Ferdinand Marcos 
was behind the attack that crippled his po- 
litical opponents, and pronouncing Jose 
Maria Sison, the founder of the Communist 
Party of the Philippines (C PP) guilty instead, 
American reporter Gregg Jones has refo- 
cused attention on an dimer case that 
might otherwise have rated only a historical 
footnote in his informative chronicle of life in 
the communist underground. 

Yet the book offers neither convincing 
evidence that this sensational verdict is war- 
ranted, nor a credible explanation of what 
Sison stood to gain from killing the leading 
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members of the non-communist opposition, 
who were, after all, his tactical allies in the 
common struggle against the dictator. In 
fact, Jones barely pauses in the course of his 
admirably non-polemical account of the 
inner workings of the CPP and its military 
wing the New People's Army to weigh what 
he is told and to assess the significance of his 
information for the reader. The absence of 
such analysis is particularly glaring in the in- 
stance of an event as politically sensitive as 
the bombing of the Plaza Miranda. 

Only hours after the explosions, which 
killed nine people and wounded over 100, 
including eight opposition candidates, Mar- 
cos put the blame on the communists. How- 
ever, he soon broadened his accusations to 
target a non-communist rival who posed a 
graver threat to his political future: Sen. Be- 
nigno “Ninoy” Aquino. Aquino countered 
that the president's henchmen were guilty. 

Years later when Aquino's widow Cora- 
zon came to power, dissident military 
officers who wished to portray her as 
soft on communism, leaked information 
which implied that her husband had not 
been on stage at the time because he had 


been tipped off by friends in the part 

There is good reason for the conjectu: 
that Jones’ sources, identified only i 
“former communist officials,” also had v 
terior motives for resurrecting the issue : 
Ninoy Aquino’s communist ties and ii 
criminating Sison. Although Jones acknov 
ledges that the ex-party leader's accuse 
harboured “long simmering difference 
with Sison,” he nevertheless turns a deaf e 
to Sison’s denial that he masterminded th 
bombing. He accepts his sources’ story, sin 
ply because he became “absolutely cot 
vinced of [their] credibility.” 

Yet so notorious a trickster is the on 
corroborating source quoted by name - 
Rolando Abadilla, Marcos’ former chief « 
military intelligence — that his sudden reve 
lation, after so many years, that the bombe: 
used Aquino's helicopter to get away ca 
only be regarded as slander. 

Equally unsatisfying is the book's a 
tempt to explain what Sison allegedly hope 
to achieve by ordering the bombing in th 
first place. According to Jones’ sources 
the party’s chief theoretician sought t 
“heighten the contradictions within th 
capitalist ruling class,” by provoking Marco 
to increase repression against his oppc 
nents, thereby intensifying resistance to hi 
rule. Jones seems to believe that Marcos fe 
for it. He cites as proof Marcos’ accusatio! 
that Aquino was a communist collaborator 
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1 claim which “widened the gap be- 
*ween himself and his moderate op- 
woonents.” However, that gap was al- 

ready yawning by 1971, and Marcos 

nad built his career on such accusa- 
ions. 

While the question of guilt in 
he Plaza Miranda affair is likely 
‘© remain forever unanswered, it is 
mportant to note that in the end 
»ison's alleged strategy failed misera- 
aly. For despite the fact that many 

s1on-communist oppositionists were 
4ndeed forced into the arms of 
he party after Marcos imposed mar- 
ial law, his most effective opponents 

— Aquino and other moderates — 
»vere thrown in jail. There, they 
5ecame martyrs. And there, cut off 

Tom any contact with the communists, they 

attracted their own, broader following. In 
khe end, it was those moderates who 

»rought Marcos down, while the com- 
*nunists stood impotently on the sidelines, 

divided over whether to participate in the 

1986 “snap election” which hastened Mar- 

zos’ fall. 

Although Red Revolution is reluctant to 
draw so harsh a conclusion, it does offer val- 

wuable insight into the machinations of a se- 
«ret bureaucracy rife with factionalism and 
ssaddled with the additional burden of fight- 
ling a popular government, which two dec- 


A revolution on the hoof. 
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ades of Marxist dialectic failed to project as 
its ultimate enemy. In the period of recrimi- 
nation which shook the party after the sud- 
den ouster of Marcos by non-communist 
politicians and reformist military officers, 
paranoia was rampant. 

Former party leader Rodolfo Salas, 
whom Jones interviewed in prison, remains 
convinced that his capture seven months 
into Aquino's presidency was the result of 
betrayal within his own central committee 
by people who blamed him for boycotting 
the crucial election. 

Meanwhile, the party's own fear that it 


had been infiltrated by "deep penet- 
ration agents," led to a bloody purge 
which, Jones estimates, has alienated 
“one-half of all organised civilian 
masses and cadres" on the island of 
Mindanao. He reports that today's 
party leaders are searching the world 
for heavy weapons in order to esca- 
late the military struggle. Their most 
likely source, he tells us, is North 
Korea. 

To the reader who has trudged 
along with Jones for 300 pages on 
his tour of the underground, this 
revelation is a bombshell. The notion 
that peasant guerillas, who have 
struggled for two decades on behalf 
of just causes like land reform, 
might suddenly find their “remarka- 
bly independent indigenous revolution" 
dependent upon an isolated and repres- 
sive communist regime like the one in 
Pyongyang, attests to the ideological 
bankruptcy of their present CPP leader- 
ship. 

Here again, Jones passes no judgment. 
In this case, he does not need to, for the 
sorry reality is that bankrupt or not, the in- 
surgency will not be defeated until the 
Philippine Government can offer the poor 
and oppressed a superior alternative — 
something neither Marcos nor Aquino has 
accomplished. a Sandra Burton 





CN-235 


than the CN-235. 
Due to its layout, the CN-235 


positioned access doors eliminate 


as well as greatly facilitating other 


Fitted with the new General 
Electric CT7-9C engine 
for greater power, the new 
Series 100 attains higher 
speeds, performs better 
at extreme hot and 
high conditions and easily 
masters short landing and 
take-off strips. 

Several commuter 
companies are using it. 
Iberia, the Spanish airline, 
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MINIMUM TURN —AROUND 
TIME, MAXIMUM PROFITS. 


Few aircraft in its class do better 
minimises turn-around-time. Thus its 
rear ramp door and its strategically 


interference between passengers and 
luggage entering or leaving the plane, 





Max. takeoff weight: 14,400 Kg. (31,746 lb). 
Max. landing weight: 14,200 Kg. (31,305 |b). 
Max. zero fuel weight: 13,600 Kg. (29,983 lb). 
Max. capacity: 45 seats. 
Power Plant: 2x GE CT7-9C. 
Max. T.O. Power: 1,750 SHP 
(1,870 SHP APR ON). 


has chosen it as the regional transport 
aircraft for its company Binter. 

The CN-235 is the perfect invest- 
ment to achieve increased returns with- 
out skimping on operation requirements. 





services such as refuelling and cleaning. 
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Preparing for growth 


he Arabian Gulf region is readying itself for a decade of | and distribution outlets in Asia, as Kuwait has done in Europe. 


Azzam continued: "We didn't know these markets before be 
cause our orientation was always westward rather than eastward 
But with time we have gained a better appreciation of the Gulf's 
prospects in the Far East and the same is happening in the others 

It expects to become a focal point of business interest from | direction. Almost every day you hear of new Far Eastern companies 
Japan and the newly industrialised countries of the Far East as they | asking for investment banking licences in the Gulf." 
become increasingly aware of its combined population of nearly Despite the absence of a formal end to hostilities between Irar 


economic growth based on a gradual rise in the world's 

demand for oil, the steady diversification of the region's 

economic base and a return of investor confidence follow- 
ing the end of the Iran-Iraq War. 


80 million, many with exceptionally high spending power. and lraq, there is widespread confidence around the Gulf that the 

"With the US and Europe becoming more difficult markets, we | ceasefire is set to hold on a long-term basis. This was reflected ir 
can see Japan and the, 'four dragons' turning their attention to the | September, when the US dismantled the last of its two fortifiec 
Middle East in general and the Gulf in particular," said Mohammed | barges in the northern Gulf which had served as mobile bases when 
Shah Alam, senior economist at Emirates Bank International in | US and West European navies mounted their shipping protectior 
Dubai. operations along the Gulf during the conflict. 

"The Far Eastern countries can have two roles here," says Ziad Today, the battered teak-built dhows are again plying the waters 
Taky, chief economist at the National Bank of Kuwait. “Firstly they | of the Gulf in peace. Foreign-flagged ships no longer fear lraniars 
can become active investors and secondly they can share their | gunboat attacks and Tehran's own ships sail without being or 
technical know-how with Gulf countries in the form of joint | constant alert for Iraqi air raids. The dhows are moored three deep 
ventures. " along the wharfs of Dubai Creek, and the 

Henry Azzam, chief economist at the Gulf quays are piled high with Toshiba washin 
International Bank, says there is a new trend machines, Yokohama tyres and sacks of Thai 
developing in trade between the Middle and This supplement was written rice. 

Far East. "Kuwait, Saudi Arabia and Abu by Mike Knipe. When the fighting stopped in August 
Dhabi would like to go on downstream in the 1988 there were expectations of an instant 
petrochemical sector [by] opening refining economic boom in the Gulf. The advance 
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We never fly without doing our homework first: on the 
tarmac, in the cabin, in the briefing room, in the kitchens... 
No stone is left unturned. 
Everything is fully checked out before you even 
check in. 
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THE BRITISH BANK OF THE MIDDLE EAST 


LEADS THE WAY 
IN SOPHISTICATED BANKING SYSTEMS. 


As one of the Arab world’s most successful banks, we at The British Bank 
of the Middle East have been investing in ever more sophisticated 
technology for a century now. 

At the same time, we've always 
realised that all of the information and 
communication systems in the world are 
useless without the human resources 
needed to operate them effectively. 

Consequently, we've always been as 
committed to the development of our staff 
as we have to the development of our 
banking systems. 

It's a commitment which enables us 
to offer an unrivalled range of financial 
services to meet the needs of the region. 
And leaves us perfectly placed to help you 
profit by our experience. 

Backed by the vast resources of the 
HongkongBank group, we also offer you 
direct links to 1,300 offices in more than 


50 countries. 





Not forgetting, of course, the full benefits of a century's professionalism, 


integrity and trust. 


The British Bank of the Middle East / 
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member: HongkongBank group 





Bahrain India Jordan Lebanon Oman Qatar Switzerland United Arab Emirates United Kingdom 


London Branch: Falcon House, 18C Curzon Street. London WHY BAA, Tel: 01-493-8311-7 
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guards of Asian, European and US industrialists, exporters and 
entrepreneurs descended on the region with high hopes of 
generating billion-dollar contracts to rebuild the infrastructures 
and the economies of the two adversaries. The boom failed to 
materialise because both Iran and Iraq were saddled with huge 
debts and a chronic shortage of hard currency or credit. 

A year later, however, peace has been effectively, if unofficially, 
established. And it is clear that while economic constraints remain 
on Iran and Iraq, the Arabian Gulf tion as a whole is in the 
pon of achieving a more stable level of economic growth that 

olds out far greater prospects of long-term benefits for the region 
itself and its international trading partners. 

The signs are apparent everywhere. In Dubai, the primary 
entrepot of the region, non-oil trade rose by more than 2096 — 
with re-exports growing by 2296 and exports by 2796 in the first 
six months of the year. Along the coast, Abu Dhabi witnessed 1796 
pon In Kuwait, at the top of the Gulf, the ports are beginning 

o feel the positive impact of the end 
of the war. Total transit cargo in the 
Kirst half of this year totalled 212,500 
onnes, compared to 7,300 tonnes 
st year. 

There is optimism in the air too. 
IMaurice Flanagan, managing direc- 
br of Emirates, one of the region's 

eading airlines, anticipates pas- 
senger and cargo levels will double in 
ithe next two years. 

The Gulf's infant stockmarkets are 
growing on a wave of investor con- 
fidence, with 170 joint stock 
«companies capitalised at around 
'US$22 billion. 

In Saudi Arabia, the manufactur- 
ing sector grew by 5% last year, while 
in neighbouring Bahrain the 
authorities are considering the con- 
struction of a new BD 60 million 
(US$22.65 million) sea port to cater 
for the evolving needs of the com- 
mercial and industrial sectors. 

At the southern end of the 
Arabian peninsular, the Sultanate of 
Oman despatched its minister of commerce and industry, Salim 
bin Abdullah Al Ghazali, to Tehran in September to explore the 
prospects of expanding Omani-lranian trade. 

In Iran itself the new government of President Ali Akbar 
Rafsanjani has speeded up war reconstruction projects in a revised 
five-year plan to revive the economy, while Iraq has opened a new 
pipeline across Saudi Arabia, increasing its oil output by 143,000 
barrels per day, and embarked on a intense war damage 
reconstruction drive. Rubble is being cleared, bridges rebuilt, canal 
ee oim with stone, roads repaved and shattered utilities 
restored. 


aa 


n effective example of successful investment collabora- 

tion can be found in the in-based Arab Insurance 

Group (ARIG), which in eight years has become one of 

e largest, most reputable and international of the Arab 

— giia companies operating in the highly competitive world 

market. 

ARIG was established by the governments of Kuwait, Libya and 

the United Arab Emirates (UAE), with the aim of developing a 

professionally managed Arab insurance and reinsurance company 

that was both internationally competitive and commercially viable. 

In a major initiative to strengthen its international marketing 

strategy through geographic diversification, ARIG last year opened 

a branch in Hongkong and identified Southeast Asia as an area 
for increased expansion. 

The company has an authorised and subscribed capital of US$3 

billion, of which US$150 million is paid up. Aviation and marine 

energy are the most important classes of ARIG's business, but the 
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company also operates successfully in non-marine energy, marine, 
fire, casualty and engineering insurance. 

Says ARIG chairman Abdulwahab Al Tammar: “Because of 
the worldwide surplus capacity in most years since 1980, it was 
necessary for ARIG to follow a prudent and conservative policy of 
developing business as it gained expertise, and not rely upon its 
large capital resources to command a major market share imme- 
diately. This policy has been successful and enabled ARIG to build 
up substantial capital and technical reserves while paying out 
increasing dividends to its shareholders over the past three years.” 

The Gulf states are increasingly well-positioned to capitalise on 
an anticipated growth in world trade and a demand for oil that 
industry sources expect to increase by 20% over the next five years 
and to continue rising throughout the 1990s. 

“Now we have oil prices not only steady but edging up. If you 
take an average of a basket of crude prices, in 1988 it was around 
US$13.7. This year it is going to be definitely closer to US$16.5. 

on the price side things have 
definitely improved. But not only 
that. If you look at the level of produc- 
tion of the various oil producers — 
Saudi Arabia, Kuwait, the United 
Arab Emirates — their level of 
production this year is much higher 
than last year. Kuwait's production 
has almost doubled,” Azzam says. 

“Over and above this you have the 
fact that the danger and uncertainty 
generated by the war is no more. This 
doesn't mean that the certainty of 

ce is yet here but we don't now 

ave the negative element," he said. 

One theme of the development 
process in the Gulf is the way in 
which a degree of coordination is 
occurring in the slow but sure process 
of economic cohabitation between 
the various states. 

Saudi Arabia is expanding its 
petrochemical base, and could be- 
come the major industrial power 
house in the region, increasing its 
range of light to medium consumer 
product industries and developing its huge, virtually untapped, 
non-oil mineral resources. 

Dubai is enhancing its status as the dominant entrepot of the 
region, extending its trading and commercial links with both the 
East and the West. Abu Dhabi is concentrating on adding value to 
its oil production industry. Kuwait, in addition to its downstream 
petrochemical projects, is evolving as a capital market centre for 
the whole region, while Bahrain is consolidating its role as a 
regional financial centre. Qatar is developing its enormous gas 
reserves to foster the region's energy-intensive industries, while 
Oman is strengthening its agricultural and natural resource sectors. 

"These roles are not well defined as yet," Ziad Taky says, "but 
you can see them gradually evolving with each state basing its 
specialisation on its own particular competitive advantages." 

Nevertheless, the economies of the Gulf states will continue to 
depend primarily on the outlook of the world oil market. And as 
custodians of 5096 of the world's total reserves, while other crude 
oil producers' output continues to decline, the Gulf will retain its 
strategic importance not only to Japan and Europe but also to the 
US, which now imports more than 5096 of its crude oil require- 
ments. 

For exporters to the region, the Gulf states constitute a major 
export outlet that no international company can afford to neglect. 
The region has one of the world's highest per-capita incomes and 
per-capita consumption rates, with ample growth potential for the 
coming decade. It may also be possible for exporters to consider 
the six states of the Gulf Cooperation Council — Saudi Arabia, 
Kuwait, the UAE, Oman, Bahrain and Qatar — more of a unified 
market in the future. € 
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Economic 


diversification the key 


to Gulf's future 


A factor in the development of the Gulf states over the 
ext decade will be the growth of the private sector. At 
present, the limits of the individual state markets are a major 
constraint on private investment, but there are perceptible moves 
towards greater economic integration and the beginnings of a 
regional common market. 


The six Gulf Cooperation Council (GCC) states of Saudi Arabia. | 


Kuwait, the UAE, Oman, Bahrain and Qatar have a population of | 


over 17 million, with a further 60 million in Iraq and Iran making 
such a market potentially viable. 

The GCC states' per-capita purchasing power is among the 
highest in the world, providing broad scope for import substitution. 
A typical example of successful import substitution is a joint venture 





in Saudi Arabia in which disposable nappies are produced and | 


marketed under an international known brand-name at far cheaper | 


prices than they can be imported. 
Air-conditioners are another product ideally suited for local 
manufacturer in the Gulf. A combination of huge demand and high 


transportation costs for such bulky equipment makes local | 


manufacture a logical alternative. 
"One can think of so many industrial projects that could be 
initiated here," Henry Azzam, chief economist at the Gulf Interna- 


tional Bank, says, while noting “one should not forget the services | 


sector." 
"If you look at the balance of payments, this region is a major 
importer of services. The deficit on the services sector is much 


higher than the deficit on the goods sector, yet many of the services | 





Bahrain, which is developing exper- 
tise in the fields of financial and 
insurance services, shipping consult- 
ancies and advertising agencies," 
Azzam said. 

Services contribute about a third of 
the region's GDP, and there are 
thought to be promising opportunities 
for investment in health care, telecom- 
munications, computers and data 
processing, technology transfer, con- 
sulting, marketing, research, 
entertainment, information and 
general support services. 

In an effort to broaden their 
economic base, diversify their sources 
of income away from reliance on oil and encourage more privati 
sector investment in productive and commercially viable ventures 
the GCC states established the Gulf Investment Corp. (GIC). It wa 
the first financial institution to be set up under GCC auspices arx 
is equally owned by the six states. 

In its five years of operation, the GIC's total assets have growr 
32% annually to reach US$1.7 billion by the end of 1988. Direc 
investment in projects in GCC countries during 1988 increase 
from around US$10 million to US$44 million. This amoun 
represents GIC's investment in 10 projects. These range from the 
development of the first fully integrated facility in the Middle Eas 
capable of carrying out major overhauls, modifications and cus 
tomisation on all types of aircraft, to instituting a study of the GCC 
market for lightbulbs. Total estimated cost of these projects is about 
US$830 million. 

Another 28 new opportunities for investment have been iden- 
tified, bringing the total number investigated since the GIC’s 
inception to more than 120. The GIC also played a leading role 
in a number of loans to borrowers in the GCC countries. including 
the management of US$400 million for the development of 
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80 million consumers. 


ing for Gulf Air. 

The Gulf region is still considered 
over-dependent on hydrocarbon 
resources for its future growth and 
development. To reduce the impact of 
fluctuations in world oil prices on the 


into the 1990s, certain structural 
changes are expected to be pursued 
more forcefully, Azzam says. The 


progressive diversification of the 
region's productive base and reorien- 
tation of the economy from public 
sector growth to private sector initia- 
tive. Greater private 
participation, privatisation of certain public enterprises and 
mobilisation of private sector resources to reduce the burden on 
the public treasuries are manifestations of this restructuring 
strategy. 
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However, governments can be expected to maintain ownership 


of the region's heavy industries — such as oil refineries, 
petrochemical, steel and aluminium plants — which demand a long 
timespan for a return on investment. They will also continue to 
control industries where marketing and capital structure are 
beyond the present abilities of the private sector. Prime candidates 
for privatisation, in the view of Gulf economic analysts, are 
commercially viable public sector establishments whose assets can 
be assessed to estimate corresponding share values. These include 
telecommunications companies, airlines, railways and banks. 

Azzam says: "The circumstances are right for the development 
of private sector initiatives. For the private sector to start investing 
they need confidence. They need to see clearly that the reasons 
for delay — the repercussions of the war — are no longer there 
So I would expect that we will see more private sector participation 
with the repatriation of some of the large sums of money currently 
invested abroad." 
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The propensity for saving in the Gulf is high and the amount 
invested abroad by Gulf region nationals has been estimated to be 
around US$150 billion. “If even 5% of what is invested abroad 
was reinvested here it could have a considerable impact on the 
economy of the region,” Azzam says. 

“There are so many decisions that have been delayed for so 
lona. If you talk to the trading families, to the local investors, they 
will say they have always wanted to invest in certain projects, but 
the war risks have deterred them. They are now re-examing these 
projects, and you can expect to see some of them come to 
fruition,” he noted. 

As so much has been already invested by the public sector in 
laying the foundations of the petrochemical, refining and 
aluminium industries, the most obvious opportunities for private 
investment lie in the development of secondary petrochemical 
products and derivatives of aluminium — industries which have a 
comparative advantage by benefiting from what has already been 
established. 

There are many niches in the Gulf markets that have not yet 
been filled and where investments may prove profitable in the next 
decade. “Any product or service which fills a local need or can be 
exported and does not require long-term subsidies and pro- 
tection to become commercially viable may be considered,” Azzam 
said. 

The comparative advantage of the region as a manufacturing 
base lies in the availability of cheap energy and low-priced 
feedstock produced from petrochemical and natural gas plants. 

The presence of modern infrastructure, wide-ranging industrial 
incentives and subsidies, availability of capital funding, internal 
stability and freedom of capital movement, comprise added ad- 
vantages. 

if the 1980s were marked by lower oil revenues and the 
uncertainties created by the Iran-Iraq War, the development 
themes of the next decade will be economic diversification and 
renewed investor confidence, says Azzam. The return of con- 
fidence to the Gulf market will translate, he believes, into 
expansionary business and investment plans, relaxed consumer 
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spending patterns and reduced need for cost cutting and any 
further slashing of the labour force. 

Higher population growth will also continue, together with an 
increase in the percentage of those in the age groups 15 years and 
above and a more settled expatriate population, which should 
boost demand for real estate, housing, social services and con- 
sumer products. 

Development priorities for the 1990s have already been iden- 
tified in the Gulf. They include mobilising private sector resources, 
economic diversification and creating jobs for the growing number 
of young Gulf nationals coming into the labour market from 
universities and schools. 

The role of governments in directing the economies of the 
region will continue to be a dominant one, but the private sector 
is expected to build on the foundations laid by previous as well as 
future public expenditure. 

Although all the Gulf governments place great emphasis on the 
need to increase the employment of their nationals, demand for 
particular skills is still expected to exceed indigenous supply for 
many years to come and expatriates will continue to have a clear 


role to play in the region into the next century. 

The critical obstacle to increasing employment of Gulf nationals 
in certain occupational categories remains the mismatch between 
educational qualifications and skill requirements, Azzam says. 

The economic activity of the Gulf states has been primarily in 
the hands of the governments for the past 30 years and today 
around 6096 of the region's GDP is in the public sector, giving it 
a leading role in developing future growth. Public sector institutions 
own majority shares in many banking, communications, transport 
and utilities while governments own, control and operate many of 
the major industries. 

But the GCC states have now reached a stage of development 
where most economic analysts believe the reorientation of their 
economies from public sector based growth to private sector 
initiative has become a necessity. 

Apart from that, the constraints on growth faced by other 
developing regions — lack of capital and high external debt — do 
not apply in the Gulf, and with the first class infrastructural base 
they have established, the countries of the region are well prepared 
to undertake economic diversification. $ 
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The Far East's 
gateway to the Middle 
East 


T* 210-m higher tower block of the International Trade Centre 
— reputably the tallest building in the Arab world — and the 
busy dhow-dotted waters of the creek, running through the centre 
of the city, visually epitomise Dubai's reputation as the gateway to 
the Gulf and its primary entrepot emirate. 

The tower and the creek represent the lifeblood of this desert- 
edge trading centre, which expects to be the springboard from 
which the Far East nations will intensify their efforts to capture the 
markets of the Middle East in the coming decade. Dubai is well 
equipped for the role and its business community is currently 
growing at a rate of 275 new ventures a month. In addition to its 
creekside docks, it has two major sea ports — Port Rashid at the 
mouth of the creek which handles 9 million freight-tonnes annually 
and the Jebel Ali Free Zone, just south of the city, which is the 
world's largest man-made harbour. The free zone is used as a 
manufacturing, warehousing and distribution centre by 240 inter- 
national companies from 30 countries, representing a cumulative 
investment of US$600 million. 

The city also boasts an international airport, which is the world's 
second-busiest transit point, and a sophisticated sea-air trans-ship- 
ment system providing a fast, cost-effective bridge between Pacific 
Rim manufacturers and markets in Europe, the US and Africa. 
Sea-air cargo throughput is over 16.8 million kg annually, with 
2896 from Hongkong, 2596 from 
Taiwan, 2096 from South Korea, 
1196 from India, 596 from Sin- 
gapore and 396 from Japan. 

The Emirate of Sharjah, only 
15 miles up the coast from Dubai, 
offers twin ports facilities — with 
Port Khalid situated inside the Gulf 
and Port Khor Fakkan outside the 
waterway, with direct access to 
worldwide shipping routes. With a 
fifth deep water port at Fujairah, 
just south of Khor Fakkan, the 
United Arab Emirates (UAE) has 
oe facilities rivalling Rotter- 


Dubai's business community 
took careful note when Francis Lo, 
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Jebel Ali Port: state-of-the-art. 


an official of the Hongkong Trade and Development Council, 
visited the city in September and said Hongkong would be accord- 
ing high priority to trading with the Middle East in future. The two 
cities appreciate the parallels between them as both are gateways 
— one to the Far East, the other to the Middle East. 

Lo also expressed fears about the looming single European 
market becoming an economic fortress. With similar views prevail- 
ing in the US, Gulf traders see clear reasons why Far Eastern 
exporters and investors should wish to diversify from their tradi- 
tional US and European markets into the emerging markets of the 
Middle East. The interest is reciprocal. Enquiries from the Middle 
East seeking business opportunities in Hongkong have doubled in 
recent months. 

There is plenty of room for growth in trade between the two 
regions, and it is already firmly under way. A wide range of goods, 
ranging from Thai rice to Chinese silk and Sri Lankan thread, have 
registered huge increases recently. Middle East exports from 
Hongkong currently constitute only about 3% of its total, but 
exports to Dubai last year rose by 23% to Dhr 475.5 million 
(US$129.5 million). 

The Hongkong visit to Dubai was followed a month later by a 
similar one from Singapore. A 50-strong team representing 37 
companies came not only to promote exports, but to explore 
partnerships with Dubai in new areas such as computers, engineer- 
ing, marine services and shipbuilding. 

Taiwan is also seeking joint ventures with the UAE and has 
identified eight main industrial sectors where there could be 
cooperation in product technology. 

More than 80 companies have been identified which are 
suitable for joint ventures, according to Winston Chen, director of 
the Taiwan Trade Centre in Dubai. 

Mainland China has also demonstrated its enthusiasm for 
attracting investment from the 
Gulf, and there are at present 
some 20 mainland Chinese busi- 
ness establishments dealing 
commercially with the UAE. 

At the Korean Trade Centre in 
Dubai, director Seok Hyun Park 
admits that in the past there had 
been a tendency to concentrate on 
the larger markets of North 
America and Europe at the expen- 
se of the Middle East. However, 
this is changing, he believes, be- 
cause of trade frictions that have 
developed with the US and the EC. 
In future, South Korean com- 
panies will be paying greater 
attention to the Middle East. € 
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Dubai's Jebel Ali Free Zone has now made it easy 
for international companies to set up trading and 
industrial bases in the Middle East 


Corporations such as Black & Decker, Caltex, 
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Growing Asian 
interest in Dubai's 
Jebel Ali Free Zone 


Sit bin Sulayem, chairman of the board that runs the Jebel 
Ali Free Zone, believes that as production costs continue to 
mount in the Far East, a growing number of Pacific Rim-based 
companies will discover and utilise the benefits of locating 
manufacturing and assembling operations in the massive Jebel Ali 
complex 35 km southwest of Dubai. 

“We are very close to heavily populated countries that have 
large numbers of people looking for work,” Sulayem says, noting 
“a highly motivated workforce can be selected and imported and 
employed here for far less than it would cost to have work done 
in Taiwan or Hongkong.” Japanese businessmen have shown a 
particular interest in the facilities on offer at Jebel Ali, he said. Eight 
Japanese companies are now operating in the free zone, including 
Sony and Mitsubishi, with others on their way. 

The Jebel Ali Free Zone has become a cornerstone of Dubai's 
reputation as a vigorous and innovative international trading centre 
in the 10 years since its inception. In the past year, 11 international 
companies have invested over US$11 million to establish manufac- 
turing, assembly or warehousing operations at Jebel Ali, bringing 
the total number of companies to 250 from 30 different countries. 
The free zone's port facilities are situated around the world's 
biggest man-made harbour, which has 67 deepwater berths han- 
dling 250,000 containers a year. Next year it will be 300,000, 
Sulayem says. 


“Weare the supermarket of the Gulf,” he says. "Shoppers come 
here from East and Central Africa, as well as from around the 
Middle East, because for centuries Dubai has been selling goods 
cheaper than anywhere else and that is still true today. Traders 
here are interested in values not mark-ups. A quick turnover is what 
counts. " 

Of the companies at Jebel Ali, 4096 are manufacturers, produc- 
ing a range of items from air-conditioners and perfumes to textiles 
and carpenters' nails. Conceived by Sheikh Rashid bin Said Al 
Maktoum, the ruler of Dubai and prime minister of the UAE, the 
zone cost US$2.5 billion to build. 

It was initially regarded by many as a "white elephant," but since 
hostilities ended in the Gulf it has more than established its 
commercial worth. Jebel Ali now boasts the largest cereals trans- 
shipment terminal in the Middle East, capable of accommodating 
13.25-m draught vessels, and the Gulf's biggest, and busiest, 
coldstore. 

One of Jebel Ali main advantages, Sulayem says, is a lack of 
red tape. The free zone allows for 10096 foreign ownership; 
dispenses with currency restrictions and personal income tax; 
allows complete repatriation of both capital and profits and allows 
15 years before corporate taxes are imposed. 

Up the coast, Port Rashid — Dubai's oldest, busiest and fastest 
growing port — is poised for major expansion to cope with its 
latest surge in traffic. There are plans to add another 15 ha to the 

ort, which will allow the relocation of three of the six container 
eight stations to ensure better movement of boxes. During the 
current year the port is expected to handle about 650,000 TEU. 
A total of 6096 of all cargo arriving on the 120 liner services 
into Port Rashid is re-exported, most of it by sea but an increasing 
volume goes by air. Sea-air traffic at the port is flourishing, with a 
throughput of 12 million kg in the first eight months of this 
year. € 
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New passenger, cargo 
facilities opened at Dubai 


airport 


D»: International Airport has a newly opened expanded 
duty-free complex and a new cargo terminal that will give 
it space to handle 250,000 tonnes of goods annually, with 
future growth of up to 300,000 tonnes a year. 

The duty-free complex, which has won numerous interna- 
tional value-for-money awards since it opened six years ago, 
now has 7396 more space. A primary benefit of this has been 
to increase the display of merchan- 
dise and give passengers with little 
time to spare easier access to the 

oods 


Dubai's big advantage over 
most airport duty-free operations, 
general manager Colm Mc- 

says, is that it is not in the 
business of g money, merely 
of breaking even. Sheikh Ahmed 
bin Saeed Al Maktoum, president 
of Dubai's civil aviation depart- 
ment, regards it primarily as a 
service to the airport's passengers. 
Profit margins, says McLoughlin 
proudly, have been reduced by 896 
in the past few years while sales 
have increased by over 50%, 
Most other airport duty-free 





which have to pay hefty concession fees, whereas the Dubai 
complex is an integeral part of the airport. 

Gold, which has a strong historical role in Dubai's trade, is 
one of the best buys at the duty-free complex and accounts for 
20% of sales. It is only marginally more expensive than in 
Dubai's gold souk, but the airport does not impose a credit card 
surcharge. The gold jewellery on display comes from Italy and, 
says McLoughlin, as there are no big mark-ups and no taxes, 
18-carat items can be purchased for the same price as nine. 
caret ones elsewhere. McLoughlin says he frequently has item 
priced at London's Hatton Garden gold dealing centre and finds 
them valued at two or three times the Dubai asking price. Total 
duty-free turnover this year is put at US$75 million, 

Dubai's airport now has the capacity to handle 5.25 million 
passengers a year, including 1.75 
million in transit. Civil aviation 
department director-general 
Mohi-Din Binhendi, takes under- 
standable pride in the fact that on 
average it takes only 12 minutes 
for the airport's newly completed 
arrivals terminal to process a pas- 
senger through immigration, 
baggage collection and customs 
clearance. 

Lie beget kusana kes 
one o gage halls 
in the Middle East, with state-of- 
the-art handling facilities that can 
process 1,800 passengers an 
hour. The old arrivals terminal 
has been converted to cater solely 
for departing and transit passen- 
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shops are franchise concerns Duty-free: gold a bargain. gers. 
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Gulf banks surge 
ahead after the lean 


years 


f jr» profits of Gulf banks are set to rise again this year, just as 
they did in 1988 when they first emerged from the crisis 
triggered by the fall in oil prices. 

“While we have to realise that the golden era of Gulf banking 
is behind us," National Bank of Kuwait (NBK) chief general 
manager Ibrahim Shukri Daboub says, "there are many oppor- 
tunities for continued prudential growth for those banks which can 
adapt to the challenges and meet the growing requirements of their 
public sector, institutional, corporate and retail clients." 

The improved circumstances of the Gulf banking sector are 
attributed by economic analysts to a better trade climate, higher 
interest rates, enhanced asset accumulation, diminished loan-loss 
provisions and further cuts in operating expenditures. 

“There is a mood of quiet confidence around here," one senior 
banking executive said. "You can say the Gulf banking sector is 
looking forward to the challenges of the next decade with a real 
sense of purpose.” 

These challenges include the need to 
withstand increasing international competition. 
In an era of electronic communications, com- 
puterisation and globalisation of banking 
services, foreign banks are easily able to 
penetrate the Gulf market. This makes it essen- 
tial that local banks continuously improve their 
services and build the necessary management 
expertise in order to maintain and extend their 
business. 

Many banks have restructured their 
managerial organisations, placing greater em- 
Eo on revenue-generating activities. They 

ave also allowed staff levels to decline. 

The result of these measures has been par- 
ticularly striking in Saudi Arabia, Kuwait and the 
UAE, where profits have doubled and — in the 
case of some banks — tripled last year, despite 
reduced regional oil revenues, volatile foreign 
exchange rates and the lingering global debt 
problem. 

In the Gulf as a whole only seven of the 70 
biggest financial institutions declared losses for 1988. This was in 
marked contrast to the previous year, when conditions were such 
that four of the top 11 Saudi banks and seven of Bahrain's top 
nine offshore banks declared losses. 

An indication of the upbeat climate in the Gulf banking sector 
can be found in the decision of two of the leading banks to launch 
public share flotations. Bahrain-based Arab Banking Corp. (ABC) 
is planning a public sale of shares worth a total of US$250 million 
in the first quarter of next year. Similar plans are being prepared 
by the Gulf International Bank (GIB), which is also headquartered 
in Bahrain. 

ABC reported a rise in operating profits of 2796 last year, 
bringing them up to US$239 million. After loan-loss provisions 
and payments due to minority shareholders, the bank was left with 
pre-tax profits of US$142 million. 

The bank's president and chief executive Abdulla Saudi says he 
expects similar profits this year. 

The sale of shares will raise ABC's paid-up capital by one-third 
to US$1 billion. The flotation has been given a boost by the an- 
nouncement that ABC has received an international credit rating 
by Standard & Poor's International of the US, the independent 
rating agency. ABC's long-term certificates of deposit and senior 
long-term Eurobonds have been given S&P's A rating. Its short- 
term certificates of deposit have Tom classed A-2. It is the first 
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Ghazi Abdul-Jawad: GIB's GM. 


time, Abdulla Saudi says, that an Arab bank has received an 
international credit rating and he sees it as a firm endorsement that 
ie is operating in accordance with international banking stand- 
ards. 

S&P says the ratings are largely based upon the bank's position 
as one of the Middle East's leading financial institutions, its strong 
system of internal management controls and the high quality of its 
commercial loan portfolio. 

ABC is the second-largest banking institution in the Gulf in 
terms of its dollar assets, which total US$ 19.13 billion. The largest 
is the Jeddah-based National Commercial Bank of Saudi Arabia 
with US$21.1 billion, but this bank concentrates its operations on 
the Saudi banking market. ABC, owned by the governments of 
Abu Dhabi, Kuwait and Libya, was set up as an international 
institution. It has no retail customer network to service and expands 
its revenue base by buying equity in existing banks in a position to 
take advantage of trade flows with the Middle East. 

After NBK, which has assets of US$12.3 billion, GIB is the 
Gulf's third-largest bank with US$9.2 billion. It is owned jointly by 
the six GCC members and lraq, but several states are expected to 
sell some of their shares to the private sector if the flotation plans 
come to fulfilment. GIB, whose charter allows it to sell up to 4996 
of its shareholders stakes, agreed last year to double its capital to 
UE billion in the next few years. The first tranche, totalling 
US$111.4 million, was paid last December. The Saudi cabinet 
agreed in principle last October to offer its share 
of that increase to its citizens, and the bank's 
general manager, Ghazi Abdul-Jawad, expects 
the other shareholding states to follow suit. 

The improved outlook of the banking sector 
in Bahrain is apparent in the performance of both 
the island's commercial banks and its offshore 
banking units. In the first quarter of 1989 there 
was a rise in assets by US$2.58 billion to 
US$65.29 billion. 

In Kuwait, bank results for last year showed a 
sharp improvement as monetary authorities al- 
lowed all local banks to distribute cash dividends 
and bonus shares. NBK distributed 2296 in cash 
dividends and 1396 in bonus shares, based on 
published profits of over KD30.9 million 
(US$103 million). Moreover, NBK later an- 
nounced its actual profits were much higher than 
those published, as it relies on boosting inner 
reserves to shield the bank against the vagaries of 
financial markets. 

As claims on the private sector remained flat 
until October 1988, new investment instruments 
were introduced to help counter-balance the rather poor perfor- 
mance of banks on the credit side. These were Treasury bills and 
bonds floated by the central bank, which were well supported by 
local institutions and went a long way to creating new investment 
interest and added a new dimension to the local financial market. 

At the same time, despite stagnation in private deposits, Kuwaiti 
commercial banks have been dealing with the non-performing debt 
problem by reassessing their strategies and redefining their 
priorities. Most are trying to rationalise costs and boost produc- 
tivity. They are introducing new technology to put them at the 
forefront of Gulf institutions, including automatic teller machines, 
phone banking with information and balance enquiry services and 
corporate home banking through personal computers and ter- 
minals. Local banks have also made inroads into investment 
banking services and products, offering several money market, 
bond and/or equity funds to their customers. 

Saudi Arabian banks experienced some significant improve- 
ments in profitability and a substantial drop in provisions compared 
to 1987, when their profits declined by over 2596. Last year saw 
the introduction of the first government bonds, which give the 
Saudi banks a new fund-management tool. Initial reluctance of 
banks to invest in these bonds has been overcome by the introduc- 
tion of re-sale and buy-back provisions and the development of a 
secondary market. 
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Six Saudi banks increased their capital last year. Arab National 
Bank, Saudi American Bank and Al-bank Al-Saudi Al-Fransi 
doubled their capital, with the increase coming from reserves. The 
capital of the Riyadh and Saudi Cairo Bank effectively quadrupled. 
The capital increase at Saudi Cairo involved a SR300 million 
(US$80 million) injection by the state-owned public investment 
fund, signalling strong support from the Saudi Arabian monetary 
agency for the banking industry as a whole. 

In the UAE, banks posted an increase in profits of 6696 in 1988 
over the previous year as optimism spread following the ceasefire 
in the Iran-Iraq War. "Investment in real estate surged 255% 
upwards, trading figures are up and there is an indication of 
long-term confidence," said Shaukat Tarin, general manager of 
Citibank in Dubai. 

Chairman of the National Bank of Abu Dhabi (NBAD), 
Mohammed Habroush, noted that his bank's profits, which in- 
creased from Dhr 95.1 million to Dhr 171.2 million, were 
generated principally from core mainstream banking activities with 
interest income constituting the most significant revenue. The level 
of non-performing loans was reduced and the provisioning require- 
ments are expected to be considerably lower in future years. 

Says chief executive John Coombs: "The NBAD is well placed 
to take on the challenge of the coming 1990s. Asset growth is a 
priority, but we place greater emphasis on asset quality. It is all too 
easy to book less than first class assets in a dash for growth. This 
we mean to avoid, even if it means sacrificing short-term 
profitability." 

For Oman's banking sector, 1988 represented another year of 
consolidation. "Bank operations grew at a modest pace and steps 
were taken to broaden the existing money and capital markets, in 
addition to promoting new instruments and institutions in the 
financial sector," says Abdul Wahab Khayata, president and deputy 
chairman of the Central Bank of Oman. 

The renewed climate of confidence that has developed in the 
Gulf has been assisted by the constructive interventionist approach 
provided by the Gulf monetary authorities, particularly with regard 
to enabling regulations and procedures and the introduction of new 
market instruments. As a result, strict official quidelines for lend- 
ing, interest rates, capital, bad loans and dispute settlement made 
further inroads in Kuwait, Saudi Arabia, the UAE and Bahrain. 

Total assets of GCC commercial banks at the end of last year 
stood at US$139 billion, a 7.4% increase on 1987. Assets 
increased in all six GCC states, with Ornani assets showing their 
first rise since 1985. Capital and reserves also increased in each 
country, reaching US$12.19 billion, a 396 increase on 1987. In 
all states except Bahrain, private sector credit rose in 1988. There 
was a sharp rise in total loans extended by Saudi banks, and they 
ended the year 1696 up on 1988. € 
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Rising oil prices set 
to boost Gulf 
economies 


he Gulf's oil-producing states are laying plans to capitalise on 

a significant surge in worldwide demand for oil over the coming 
decade — a demand spearheaded by increasing industrialisation 
in Southeast Asia. 

It has been noted in the oil-rich Gulf states that energy con- 
sumption in Asia's newly industrialised countries rose by 11.496 
last year — the world's fastest growth rate and compared to 3.796 
globally. The region is expected to make a major contributing to 
a worldwide increase in demand for crude oil, which could see sales 
rise by more than 2096 over the next five years. Oil production in 
Arab countries increased by about 1 million barrels per day (bpd) 
last year, or 7.696 above 1987. 

The Gulf states also anticipate increasing international depend- 
ency on their oil output, particularly as the change to alternative 
sources of energy appears to be slowing down. In Japan and the 
US the trend towards improving energy productivity has fallen 
considerably, and economic analysts in the Gulf believe the weak 
oil prices of the past few years will encourage more consumers to 
use oil rather than alternative fuels. Many electricity utilities and 
industrial companies are finding it more cost effective to switch 
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back to oil T other fuels, according to one industry rdiet 

Poised in particular to cash in on the growing demand is Iraq, 
which in September opened the second phase of its oil pipeline 
through Saudi Arabia to the Red Sea. It now has the capability to 
export more than 4 million bpd, says Ramzi Salman, head of Iraq’ s 


. bpd Opec quota. However, Salman maintains this additional 
. export capacity will only be used if Opec's price and quota pacts 
collapse. Iraq is not interested in lower prices for its oil but in 
"revenue maximisation,” he says. 
The pipeline was built at a cost of US$1.46 billion by a 
consortium which included Mitsubishi Heavy Industries and Mi- 


tsubishi Corp. of Japan and South Korea's Hyundai Engineering | 
and Construction Co. Iraq sends around 1.6 million bpd flowing - 


through two pipelines across Turkey to the Mediterranean. A 


further 200,000 bpd is being shipped from the newly reopened 
Khor Al-Umaya terminal off Fao in the Gulf. An even greater 


expansion of export facilities is planned for 1991, by which time 
the Baghdad Government hopes to have upgraded Khor Al- 
Umaya and its sister Gulf terminal Mina Al-Bakr, thereby restoring 
their combined capacity to 2 million bpd. If they succeed, it will 
increase Iraq's export capacity to more than 5 million bpd, second 
only to Saudi Arabia. 

In about six or seven years time, when non-Arab reserves begin 
to run out, Opec is expected to recapture 5096 of the world market. 


~ -This will be to the benefit of the Gulf states where most of the 


world excess capacity is now available. Saudi Arabia's output 
capacity is believed to be 10 million bpd while its Opec production 
quota is set at 4.524 million bpd. Kuwait could reach a 4 million 
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bpd capacity, though its prediction quota has been. set at 1 037 
million bpd. The same applies to the UAE and Iraq 

Despite the absence of a formal end to the bran tra War, the 
oil industry seems satisfied the ceasefire is set to hold on a fairly 
long-term basis and is therefore preparing fora dramatic i increase 
in export capacity. One sign of this is the region’s oil producers 
emphasis on the search for new sources of oil. The number of 
exploration rigs around the Gulf is expected to increase substan- 
tially now the waters are safe, with most of them coming from Iran 
and Iraq. Exploration by GCC states is expected to increase only 
marginally. Among the GCC states the biggest exploration drive 
will come from Oman, which is expected to deploy an extra 20 
rigs in the near future. In Abu Dhabi, proposals are being discussed 
to press ahead with a massive 100-well drilling programme. Qatar 
and Dubai are also extending their development programmes. 

Some oil experts forecast oil production will peak at 75 million 
bpd in 2010, but the region’s combined oil reserves and an- 
ticipated discoveries can satisfy demand only until 2020. 
According to Abdul Aziz Al Wattari, assistant secretary-general of 
the Organisation of Arab Petroleum Exporting Countries, a gap 
will occur between supply and demand unless new reserves are 
discovered. With that in mind, the Abu Dhabi National Oil Co. 
hosted a four-day seminar in October to discuss new exploration 
techniques and the prospects of finding more oil at deeper levels. 





| Most of the region's oil is produced from formations less than 


3,000 m deep, but oil experts are convinced new exploration 
techniques wil have to be developed to seek oil in forma- 
tions below 4,000 m if the industry is to meet the demands of the 
2lstcentury. 9 . 





.. Offers opportunities to 
| foreign firms 


he agreement reached between Japan's Mitsui and lran's 

National Petrochemical Co. (INPC) to scrap a US$3 billion 
petrochemical project is expected to reactivate the prospects for 
Japanese and other Asian companies to participate in the mam- 
moth task of war damage reconstruction in both Iran and Iraq, 
industry analysts in the Gulf say. So far, large-scale post-war 
reconstruction has been stalled by a combination of a lack of hard 
currency reserves, credit facilities and uncertainty among potential 
investors. 

A total of 105 Japanese companies were involved in the 
scheme to build a petrochemical complex at Bandar Khomeini in 
the northern Gulf. It was a 50/50 joint venture with the INPC 
originally signed in 1971, but after 18 years, two oil crises, the 
Islamic revolution in Iran and the eight-year Gulf war, both the 
Iranian and Japanese sides agreed to scrap the ¥600 billion 
(US$4.2 billion) project, with the Japanese companies paying Iran 
an undisclosed sum in compensation for their withdrawal. - 

Mitsui's vice-president Kazuo Horino intimated towards the end 
of the protracted negotiations that a settlement would expedite 
Iranian reconstruction, which was seen in the Gulf as an indication 
that Japanese companies would not be put off by the disaster from 
being actively involved in new projects. 

"We are not leaving Iran altogether. I think Japanese com- 
panies can help mend fences with Western nations and thus 
revitalise its economy," Horino said. But he added when they tried 
to do business with Iran again, Japanese companies were more 
likely to do so by joining an international consortium. This would 





not only share the risk, but facilitate the easing of friction between | 


Iran and the West by enabling US and European firms to par- 


* : . ticipate in the reconstruction effort. 


^"; Pending Iranian projects include a refinery at Bandar Abbas and 
.- a petrochemical complex at Arak, an inland city south of Tehran. 
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Mitsui is one of four Japanese trade houses proposing to help 
finance the Bandar Abbas project to build a Y250 billion, 300, 000 
barrels per day (bpd) refinery to meet domestic fuel needs. The 
National Iranian Oil Co. (NIOC) suspended talks on Bandar Abbas 
in June, apparently because a Japanese-Italian consortium and 
NIOC failed to work out differences on construction costs. In 
October, a technical delegation from Japan visited lran to inves- 
tigate several projects, including a 100,000-ha rice development 
scheme near the Caspian Sea. One oars is that Japan will 
provide skilled Japanese labour and training for Iranian experts. 
Tokyo has already agreed to accept 60 Iranians into Japanese 
universities next year. 

Both Iran and Iraq are making determined efforts to tackle the 
twin problems of economic reform and post-war reconstruction, 
but they are being hindered by a lack of hard currency and credit 
facilities. Up to US$50 million worth of Iraqi letters of credit are 
said to be floating around the Gulf as exporters try to obtain 
confirmation from local banks. 

iks, however, are nervous about dealing with Iraq. The 
Baghdad Government's financial resources were initially stretched 
by the strain of having to fund both the war with Iran and a 
multi-billion dollar development programme. The problem was 
exacerbated by the dramatic fall in oil prices in 1986, which 
reduced lraq's foreign exchange still further. Economic analysts 
estimate that the Iraq Government is burdened with debts of 
US$35 billion to non-Arab creditors, high military spending and 
food subsidies. 

But in moves to increase foreign currency revenues, Iraq has 
boosted non-oil exports this year through incentives and efforts to 
introduce better marketing techniques. Trade ministry officials are 
joining forces with Iraqi businessmen to develop markets for new 
exports like carpets, marble, tiles, cement and fertilisers. Last year 
the private sector exported goods worth only D30 million (US$93 
million), but this year export figures are expected to be double 
because of government subsidies and more flexible export regula- 
tions. 

lraq's oil revenue, the mainstay of its economy, is running at 
around US$11 billion a year. The government is hoping it can 
substantially increase this figure now it has opened a new oil 
pipeline across Saudi Arabia to the Red Sea, which will boost its 
export capacity by 5096. Nevertheless, Iraq is saddled with a 
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US$60-70 billion war debt and is striving to reschedule repayments 
to help secure credits in an effort to kad reconstruction. Major 
economic reforms have been instituted to streamline industry, 
boost efficiency and diversify the economic base. 

The government now allows exporters to import machinery and 
capital goods with foreign currency earned from exports. Ex- 
porters can use 50% of their export earnings to import raw 
materials or capital equipment to expand factories or otherwise 
assist the export drive. Another important government incentive 
available to Iraqi exporters is a higher rate of exchange for their 
dollars, which are paid at twice the official rate. Iraq's trade ministry 
is also running five export trade centres in the Gulf states and 
Jordan which have sold goods worth US$6 million so far 
this year. 

As the recovery programme gets into its stride, there are 
reported to be US$50 billion worth of development projects in oil, 
heavy industry, power generation, water, sewerage, transport, 
communications, health and education which are now ready to be 
initiated. Iraq's agriculture sector was badly disrupted during the 
war, and at present 5096 of the country's food needs have to be 
imported. The sector provides 1496 of total GNP, 3096 of employ- 
ment and US$6 billion in terms of production value. Programmes 
to revive old structures and create new ones, such as refrigerated 
market facilities, aim at enlarging and diversifying agriculture. 

To provide Iran with some short-term credit, Japanese and 
European oil traders are pre-financing about 15% of Iran's oil 
exports at a cost of US$1.5 billion. Two Japanese companies, 
Toyo Manka Kaisha and Mitsui, have already concluded advance 
payments of US$150 million each to the NIOC to lift a total of 
70,000 bpd over one year. Two more Japanese firms, Marubeni 
and Citon, are about to conclude similar deals. A NIOC team visited 
Tokyo during October to discuss fourth quarter crude prices. Pre- 
financed sales finalised or about to be concluded total between 
300,000-400,000 bpd, or about 1596 of overall exports of 2 
million bpd. € 


Confidence in the air 
for Gulf’s aviation 


industry 

n air transport agreement signed between the UAE and China 

in Abu Dhabi during September will pave the way for a further 
increase in air links between the Middle and Far East. Two UAE 
carriers, Emirates Airlines and Gulf Air, have each been designated 
national carriers and will serve a number of as yet undetermined 
destinations in China, while Air China, which already flies to the 
Emirate of Sharjah, is expected to increase the frequency of its 
Gulf flights. 

The China-Abu Dhabi agreement is another piece in the fast- 
expanding jigsaw of international aviation which has the Gulf states 
at its strategic hub, based on their location between the rapidly 
developing countries of the Pacific Rim and Western Europe. 
Cathay Pacific recently increased its passenger flights through 
Dubai from three to four a week on its Hongkong-Europe route, 
and from February 1990 cargo operations will also be increased. 

If there is a dark cloud on the horizon for the Gulf's civil aviation 
sector, it is the shadow of the long-haul Boeing 747-400s flying 
non-stop between the Far East and Europe. There are inevitable 
fears that they will lead to the Gulf region being bypassed. 
However, most of the senior aviation figures in the Gulf are 
vpn a bullish approach to the new challenge. 

"As far as we concerned, the advent of the 747-400 is more 
of an opportunity than a threat," says Sheikh Ahmed bin Saeed 
Al Maktoum, president of the UAE's department of civil aviation 
and chairman of Emirates Airlines. 

He said: "Of the 52 carriers using Dubai International Airport, 
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Modern airline fleets: more to come. 
only six say they will buy the 747-400 and three of these have 
i 


alr stated that using wide-bodied aircraft they will 
a y increase the number of flights to this region. There may 
well be a slight decrease in transit movements, but the growth in 
passenger uplift and discharge will not be affected. While some see 
menace in the 747-400's ability to fly directly between Europe and 
the Pacific Rim, we see the possibilities of opening non-stop routes 
between the Middle East and North America. Equally grim warn- 
ings which accompanied the opening of non-stop polar routes 
from Europe to sapon proved groundless.” 

He also noted that Boeing were also considering building a full 
two-deck 747 that could carry 600 ngers or more. For 
an aircraft, he said, the relatively cheap fuel and flexible scheduling 
available at Middle East airports would be very attractive to its 
operators. 

Singapore Airlines maintains that its future operations through 
Dubai will not be greatly affected by the introduction of 747-400 


ARIG. EXPERTISE AT 








non-stop flights between London and Singapore. It 
expects to operate 21 flights through Dubai, resulting 
in a potential loss of five weekly flights. 

However, if the long-haul carriers did desert the 
Gulf, it would enable Emirates Airlines, Gulf Air and 
other smaller carriers to dominate the routes from the 
Gulf to and from the Far East and Europe. 

Although civil aviation in the Middle East has a 
relatively short history, its growth over the past two 
decades has been remarkable. Dubai, which did not 
have an airport at all until 1959, now has one which 
is used by 11,000 passengers a day and 52 interna- 
tional airlines. In addition, the growth of air transport 
in the 1990s is expected to be particularly dramatic 
in the Middle East. 

Last year, Middle and Near East airlines increased 
their traffic to nearly 40 million passengers and 
650,000 tonnes of freight. Current passengers levels 
in the Gulf region are 20 million a year, and even conservative 
ind forecasts expect the number to rise to 25 million by 1992. 
In Gulf airline circles, however, the figure is put at closer to 30 
million, which would represent an annual growth rate of 796. 

"In two years we will be flying twice as many people and twice 
as much cargo as we are at the moment," says Maurice Flanagan, 
managing director of Emirates, the newest and perhaps the most 
aggressively competitive of the region's carriers. This will be 
achieved, he says, by both thickening up on existing routes and 
establishing new ones, including Singapore, Bangkok, Manila and 
possibly Hongkong. "We've either got traffic rights or are confident 
we'll get them," he says. 

Flanagan's confidence typifies the mood in the Gulf's airline 
industry, and there is widespread evidence of it. Kuwait is to double 
its passenger capacity by building a new terminal with a capacity 
of 5 million rs a year. Saudi Arabia's Riyadh airport, 
which currently has only a modest volume of traffic, was built three 
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times the size of San Francisco's in anticipation of future growth. 
A new airport under construction in Saudi Arabia's Fastern 
province is designed to handle 10 million passengers by 2000. In 
Bahrain, there are plans to double the size of the airport's 
passenger terminal to 40,000 m? and add another runway, while 
in the UAE, which occupies an area smaller than South Korea, a 
sixth international airport is nearing completion at Al Ain. 

The Arab airlines are gearing up to modernise and expand their 
fleets to meet the anticipated demand. According to the Arab Air 
ini Association, its members have a requirement for 200 
aircraft. 

Gulf Air has ordered four Boeing 767s and is about to purchase 
12 Airbus Industrie A320s and 12 stretched version A321s. 
Egyptair, which is the launch customer for the A321, has also 
placed orders for seven A320s and seven A300-600Rs. Emirates 
has three A300-600Rs on order, which will enable it to expand 
its route network and increase frequencies on existing routes. 





he director-general of the Arab Fund for Economic and Social 
Development, Abdul-Latif Yousif Al Hamad, believes that a 
united Gulf market could take the place of Hongkong as a leading 
international financial centre. The Gulf states, he says, could fill 
the vacuum which he expects to result from a decline in 
Hongkong's international role as a financial centre once it is 
handed back to Peking’s control in 1997. 
While there may be a touch of wishful thinking in Al Hamad’s 
d vision, there is no doubt the Gulf states’ 
nanciers are paying a great deal of attention to 
China's takeover of the British colony. 

“If Hongkong is to close or . . . shrink and 
companies are looking around for opportunities to 
relocate themselves, then both Dubai and Bahrain 
are very much interested in accommodating 
them," adds Henry Azzam, chief economist of the 
Gulf International Bank. 

The GCC states could profit from the ex- 
perience of offshore banking in Bahrain and build 
on this to establish a strong regional financial 
centre capable of contributing to the mobilisation 
of financial resources for the countries of the 
region, Al Hamad said. 

Economic links between the GCC and interna- 
tional markets are deep-rooted, as the Gulf has 
long been a major trading link between India and 
East Asia on the one hand and the Middle East and 
Europe on the other. Their geographic location 
provides the Gulf states with an opportunity to pla 
a greater role in international markets. But this could only happen, 
Al Hamad warns, if the GCC members pool their financial and 
human resources. And unless the Gulf states work to defend and 
develop their position, their geographic advantages could be 
swamped by the rising tide of globalisation. 

Al Hamad has urged the GCC states to adopt a series of 
measures to avoid being internationally marginalised. The GCC 
states, he says, should: 

@ strengthen the institutional composition of their markets by 
improving management skills and introducing specialised consult- 
ancy houses to study domestic and foreign markets; 

@ introduce new investment instruments, such as blue chip stocks, 
options and futures; 

€ attract a greater number of investors through the use of 
information technology; 
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Khaled Al-Fayez: GIC’s CEO. 


Kuwait Airways is to make a decision during the first three months 
of 1990 to replace its existing Boeing 727s. Aircraft company 
sales staff are also busy doing the rounds of Iraq Airways, Yemenia, 
Saudia and Royal Jordanian in the search for new orders. 

There are also plans to create a joint company to buy aircraft 
and lease them to the carriers. Such a company, based in Bahrain, 
could finance the purchase of 200 aircraft over the next decade at 
an estimated cost of US$10 billion. A dozen airlines have pledged 
to support such a scheme, which has been under discussion for a 
year. “Not only airlines but Arab banks and investment companies 
are involved,” says Ahmed Al Zabin, director-general of Kuwait 
Airways. “Plans should be finalised by the end of the year.” 

Whatever the competition and whatever the changes in routes, 
the Gulf aviation sector is convinced it remains ideally positioned 
to provide services to airlines operating from both east to west and 
north to south, and there seems little doubt that such business is 
destined to grow substantially in the century's final decade. € 


@ enact legislation to regulate the markets. 

“The globalisation of international financial markets has be- 
come an established fact that must be addressed with care and 
realism,” Al Hamad says. 

Khaled Al-Fayez, chief executive officer of the Gulf Investment 
Corp., said the effect of globalisation on the economies of the GCC 
countries is a negative one in the short term because of the way it 
encourages capital outflow and subjects the Gulf economies to 
external disturbances. However, he believes in the long-term 
globalisation will result in a healthier financial industry, which 
"ene well for the development of the money and capital mar- 

ets 


Although the Gulf's financial markets are not totally integrated 
within the global financial system, they cannot escape the impact 
of what is happening in the rest of the world. The Gulf economies 
are open in the sense that there are no restrictions on capital flows 
or foreign exchange controls. However, foreign exchange rates 
are fixed, pegged either to the US dollar and/or 
the Saudi riyal or, in the case of Kuwait, a basket 
of currencies reflecting trade flows between Kuwait 
and its main trading partners. The Gulf financial 
markets lack a host of monetary policy instruments 
available to more sophisticated markets. 

The openness of the GCC economies and the 
increasing sophistication of the region's private 
investors mean they are highly sensitive to interest 
rate levels prevailing internationally, particularly 
US dollar rates. If dollar interest rates are higher 
than domestic rates, capital flows out. The limited 
investment opportunities in the Gulf and the lack 
of depth of local capital markets have accentuated 
this process. 

To discourage this capital outflow, the Gulf's 
monetary authorities found themselves forced to 
keep domestic interest rates close to the dollar rate. 
irrespective of the needs of the local economies. 
However, the fact that the exchange rate between 
local currencies and the dollar is practically fixed 
tends to reduce the risk of investing in dollar instruments, and 
therefore may accentuate capital outflows. 

Having to compete in the international market has meant GCC 
financial institutions have had to upgrade their services, while 
innovations in international financing have forced them to adopt 
increasingly sophisticated strategies. But the slowdown of local 
economies and increased overseas competition have left a shrink- 
ing business pie to be divided between an ever-increasing number 
of participants. 

In the light of this, the GCC countries are generally seen to be 
"over banked.” One result is likely to be the absorption of a number 
of smaller financial.institutions by larger ones, and another will be 
that some of the smaller institutions will fall by the way. Overall, 
however, the impact of globalisation on the Gulf economies is 
generally expected to be beneficial. € 
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Peking decrees retrenchment is the economic goal 


Three years’ hard labour 
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By Louise do Rosario 
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~ eking ing pushed through a tough and 
detailed three-year economic re- 
trenchment programme at the 6-9 
November party plenum, despite 
widespread complaints by provincial dele- 
gates about existing austerity measures. 

The plenum proposed 38 measures 
which form the basis of further economic au- 
sterity, according to two Peking-related 
Hongkong-based publications, Wen Wei Po 
and the Economic Reporter. The 
plenum's proposals, yet to be pub- C 
lished in the mainland, call for: infla- 
tion to be cut to 10% or less; GNP 
growth to be halved to 5-675; easing 
of infrastructural bottlenecks; a con- 
tinued credit squeeze; a balanced 
budget, and other economic cuts. 

However, in the light of the recent 
performance of the economy, operat- 
ing under a monetary and regulatory 
straitjacket since late last year, projec- 
tions of GNP growth of 676 seem 
highly optimistic, 

Although more belt-tightening 
was expected, the plenum's formal 
adoption of measures is still impor- 
tant because it will influence the 
Eighth Five-Year Plan (1991-95) 
which is currently being drafted. It 
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also underlines the fact that though Peking 
publicly proclaims that reforms will con- 
tinue, it is not backing its rhetoric with 
action. The plenum's communiqué was de- 
voted entirely to retrenchment, and only 
a brief reference was made to reform — that 
it “should centre around the rectification 
effort.” 

Meanwhile, the economy continues to 
suffer. In October, for the first time in a dec- 
ade, industrial output fell on a month-to- 
month basis by 2. V compares with the 
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yees o ofthe : 
rists can, however, c 


fore gh amendes v using improperly obtained 
new rule does not apply. to joint ventures, 
rive large amounts of FECs in trading operations. 
rms in China said the regulation was inconven- 

ut would not taelou a affect their operation. ^. 
Meanwhile, some banks were also rejecting cash deposits of 
FECS from both Chinese and foreign customers, with no official 
Exp q lanation. Industry sources said. that as part of the financial 


timate soe belote they will accept an FEC deposit. - 
i 1 regulation comes at a time ofr ‘amb black- 


average growth of 10.6% for the sam 
month in the past three years. Outpt 
growth began to slide faster in the thir 
quarter, to 5.4% — half the level of the fir 
two quarters. 

As expected, light and collective indu 
tries have been hit the hardest. Light indu: 
trial output used to grow slightly faster tha 
that of heavy industry, but in the third qua 
ter, its output grew only by 3.6%, whi 
heavy industry grew by 7.2%. 

Growth in the monthly industnal ou 
, put of the collective sector also droj 
$ ped from 16.6% in July to 0.6% : 
September. In Jiangsu province 
three big centres of rural industry - 
Wuxi, Changzhou and Suzhou : 
output fell in September, indicating 
very rapid decline from consecuth 
years of double-digit growth. Thes 
called "economic tigers" in Guan 
dong — Canton, Shantou, Zhuh 
and Foshan — are experiencing tl 
same boom-to-bust pattern. And. 
Shanghai, energy shortages ha 
become so serious that its may 
had to lead a goodwill delegation 
September to Shanxi to purcha 
coal 


Given this dismal background, 
is something of a testimony to tl 
centre's political dominance that 





















'e more proof that FECS are derived 
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can spell out in detail plans for an 
extended retrenchment. But if the 
negative effects of the squeeze mul- 
tiply, with no obvious positive re- 
sults, Peking may find its austerity 
programme increasingly difficult to 
defend. And in any case, the 
centre-local tug-of-war is likely to 
intensify in the last quarter, when 
seasonal demand for money is 
highest. 

The main criticism is that while 
the squeeze has succeeded in dam- 
pening demand, it has not lived 
up to its promise to improve pro- 
ductivity and re-model an irrational 
industrial structure. Furthermore, the 
programme does little to deal with rising un- 
employment and massive loan defaults. The 
economic debate therefore centres increas- 
ingly on whether cutting inflation should be 
the sole economic goal, and whether the 
economy will really be in better shape after 
three more years of austerity. 


ources say there was an intense de- 

bate between the central govern- 

ment and the provinces at the four- 

day work conference which pre- 
ceded the plenum. But judging from the 
published plenum communiqué, any lobby- 
ing was to no avail. Before the plenum 
started, Peking vigorously defended its 
policies in a series of articles in the State 
Council's mouthpiece, the Economic Daily. 
The articles said that the mistake of early 
1986 and early 1988 in relaxing money sup- 
ply after a few months of squeeze should 
not be repeated, and that the recession 
brought on by a long squeeze was both nor- 
mal and necessary. 

Localities generally favour rapid decen- 
tralisation and an expansionary economic 
policy, and resent the loss of authority, rev- 
enue, local jobs and other economic bene- 
fits, which the austerity programme has 
brought. When retrenchment began last 
year, provinces called for the softening of 
the credit squeeze, and subtly ameliorated 
its consequences. 

But in the harsh political climate and with 
the gradual exhaustion of local resources av- 
ailable to defy Peking’s squeeze, local au- 
thorities have become much less vocal in 
lobbying for their interests. With Zhao 
Ziyang in disgrace, provincial leaders have 
no strong political allies against the central 
government's powerful planners led by 
politburo member Yao Yilin. 

Although there are many more unpopu- 
lar measures in the pipeline, the provinces 
will not unite to lobby against these — their 
interests are simply too diverse. For exam- 
ple, provinces with a high concentration of 
state industry, such as Liaoning and 
Heilongjiang, welcome the renewed em- 
phasis on public ownership because they 
get more raw materials and funds. On the 
other hand, recentralisation will hurt places 
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such as Jiangsu and Zhejiang, which have 
more collective and private enterprises. 

Provinces which are rich in resources, 
but relatively lacking in industry, such as 
Shanxi and Qinghai, have been hit less di- 
rectly by the slump in retail demand than 
major processing centres like Shanghai and 
Guangdong. And when the centre intro- 
duces new budget contracts, provinces run- 
ning a budget deficit have less to lose than 
those building budget surpluses. 

The crunch will come in two futher im- 
portant national economic planning and fis- 
cal meetings to be held this year. In contrast 
to the slogan-chanting and hand-raising of 
the plenum, these meetings will thrash out 
practical details — such as how much raw 
materials, government money and foreign 
exchange each province will get. With va- 
rious centre — local fund-sharing contracts 
in foreign trade, revenue and enterprise pro- 
duction soon up for renewal, there is much 
at stake. 





Peking may use this opportunity to in- 
itiate a major redistribution of resources. 
Under Zhao, coastal and southern pro- 
vinces fared better in terms of allocations 
than their inland counterparts. That trend 
may be reversed, with Peking making a 
major shift of wealth and resources, from 
the south and the east to the north and west, 
as well as from the localities to the centre. 

There are also hints that the centre is not 
satisfied with half-way recentralisation and 
is preparing, at least on the ideological front, 
for more severe tightening in the coming 
months. On 7 November, the State Coun- 
cil's Research Centre, a newly formed think- 
tank under Premier Li Peng, suggested in 
the Economic Daily that central planning 
should be extended from production to con- 
sumption in the case of energy, raw mate- 
rials and transport. The plan should be mon- 
itored regularly, it argued, and those who 
defy it should be punished by economic and 
administrative means. = 





INVESTMENT 


New Batam ownership rules aid Singapore 


Island into the stream 








By Michael Vatikiotis in Jakarta 


| ies decision to allow generous 








exceptions to foreign-investment regu- 
lations in Batam island has done nearby 
Singapore a timely favour. New rules issued 
in Jakarta allowing foreign investors in 
Batam to set up companies without a local 
er were welcomed in Singapore where 
high labour costs are driving manufacturing 
investment into neighbouring Johor in 
Malaysia. 

The new rules will allow foreign invest- 
ors to maintain 100% ownership for the first 
five years. Under current national invest- 
ment laws, a foreign company must initially 
yield at least 5% of the equity to a local part- 
ner on establishment. During a visit to 
Jakarta in early October, Singapore Prime 
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Minister Lee Kuan Yew urged President 
Suharto to modify the rules. “If the rules are 
changed, industrial development in Batam 
will be very fast; but if you don’t change the 
rules, the majority of investments will con- 
tinue to go to Johor,” Lee said. 

The quick rule change, and the extent to 
which Singapore’s wishes have been accom- 
modated, provide clear proof of the close re- 
lationship between Suharto and Lee. But it 
is also clear that Batam island's special status 
can avoid some of the holdups in the In- 
donesian bureaucracy. Its industrial deve- 
lopment area is controlled by the Batam 
Industrial Development Authority (BIDA) 
under Technology Minister B. J. Habibie, 
which has meant changes to regulations can 
be implemented with minimal objections. 

Singapore's professed interest in seeing 
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Batam attract investment is 
as a counterbalance to the re- 
cent promotion of the Malay- 
sian state of Johor as a new 
home for industries relocat- 
ing out of Singapore. Both 
areas offer considerably 
lower labour costs than Sin- " 
gapore, but up until now 
Johor's more liberal invest- 
ment laws had given it the 
edge over Batam. "Lee per- 
suaded Suharto that indus- 
try in Singapore should be at- 
tracted to Batam where it 
could rely more on Singa- 
pore’s infrastructure,” a 
source told the REVIEW. 

Multinationals with operations in Singa- 
pore have also approached the govern- 
ment to exert pressure on Indonesia to 
make exceptions for Batam. The same argu- 
ment was made convincingly to Habibie 
in Singapore where he recently held talks 
with various multinational companies. In 
December, a team from Singapore’s Eco- 
nomic Development Board will visit In- 
donesia to discuss further developments in 
Batam. 

Although Batam’s growth has been slug- 
gish at best, some manufacturing already 
exists. Last year, the French electronics 





Lee: persuasive. 


firm Thomson S. A. located 
an assembly plant on the is- 
land. Other Singapore-based 
plants contract out piece- 
work to take advantage of 
lower wages. 

The move is helpful for 
Batam's investment pros- 
pects which have been flag- 
ging in the wake of depress- 
ed oil prices. In 1984, the In- 
donesian Government ruled 
that all foreign oil compan- 
ies with production-shar- 
ing contracts in Indonesia 
had to import their supplies 
through Batam. The decision 
was aimed at promoting 
growth of a service sector for oil and related 
industries that had previously located in Sin- 
gapore. 

Since then, large oil industry-related ser- 
vice firms such as Semawangi Wisamarta 
Utama (Sewu), which has been awarded the 
spare-parts contract for the state-owned 
Pertamina refineries, and PT McDermott, a 
major maker of oil platforms, have located in 
Batam. Sewu is owned by the Humpuss 
group while McDermott's local partner is 
prominent Indonesian businessman Bob 
Hassan. 

Industry sources say that while the gen- 
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Air courter companies fight for Asian market 


Free-loaders’ bonanza 


By Michael Westlake in Hongkong 


ir courier services are waging a price 
A war in Asia in a bid to capture a bigger 

share of the region's fast-expanding 
market. 

The four main groups are currently battl- 
ing it out with discounts and free trial offers 
in Hongkong, where US giant United Parcel 
Service (UPS) is trying to build up its present 
10% share of the document and small-pac- 
kage market. It aims to entice customers 
away from market leader DHL Interna- 
tional, which has about a 50% share, US- 
based Federal Express (Fedex) with 20-40% 
and Australia's TNT with 15-20%. 

Prices have dropped 60-70% over the 
past five years as competition has increased. 
They have now reached the point where 
published tariffs are only the starting point 
for negotiations. Estimates of the market's 
size vary from US$100 million to US$600 mil- 
lion, mostly because there is an overlap be- 
tween air-express document consignments 
and light airfreight being sent on the same 
services. 

DHL started in Hongkong in 1972, and 
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Under starter's orders... 


had"most of the Hongkong market until the 
arrival of TNT in 1982. Fedex followed in 
1984, and Urs arrived last year. Originally, 
they all relied on international airlines — in- 
cluding US all-cargo specialist Flying Tigers 
— to carry consignments to and from Asia. 
But the rapid growth of the Asian market 
and Fedex's purchase of Flying Tigers last 
year led Urs to plan to extend its vast US 
route network to Hongkong, starting early 
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eral tempo of the oil sector has slowed, the 
renewed prospect of Indonesia selling 
natural gas to Singapore from its Natuna 
field in the South China Sea could reverse 
the trend for Batam. Pertamina director Fesi- 
sal Abda'oe recently announced an agree- 
ment in principle with Singapore's Public 
Utilities Board for the supply of gas from the 
Matak gas field, 300 km north of Singapore 
which is operated by Conoco. 

Mines and Energy Minister Ginanjar 
Kartasasmita has said the gas deal will also 
involve the construction of a gas-fired power 
plant on Batam which could sell electricity to 
Singapore. But oil industry sources caution 
against too much optimism. 

Meanwhile, for some of Indonesia's busi- 
ness tycoons, Batam's potential for foreign 
investment has already spawned a variety of 
property-development opportunities. Sin- 
gapore's interest in the island has driven up 
land values and triggered a scramble to de- 
velop facilities. Sudwikatmono — a relative 
of Suharto — has a 40% stake in Pan Island 
Development, a joint venture with Japan's 
Komatsubara Kensha Jigyodan that has in- 
vested US$100 million in a golf course, two 
hotels and other recreational facilities. If no- 
thing else, Batam's potential as place for Sin- 
gapore-based executives to relax is being de- 
veloped ahead of any re-location of their 
plant. | a 


next year, using DC8-70 freighters. The air- 
craft will fly daily between Anchorage, 
Seoul and Hongkong with loads supplied 
by UPS' regional hubs in Tokyo, Hongkong, 
Singapore and Auckland. 

Fedex, whose Hongkong revenue last 
year was about US$30 million, fired the first 
shot in the territory's discounts war in late 
October and early November by offering 
HK$1,000 (US$128) worth of free shipping 
to individual inquirers. 

The next round came from UPS which, 
after a free-offer programme in Singapore 
with 5,000 companies, targeted 12,000 
Hongkong firms with an offer it says could 
be worth HK$32 million up to the end of Jan- 
uary next year. That figure is based on each 
of the 12,000 beneficiaries sending the 
maximum weight of 31.5 kg free to the 
furthest of 175 countries now served by 
UPS. 
UPS can afford to be generous. Its Hong- 
kong drive will at the very most cost it just 
0.04% of total revenue which last year was 
US$11 billion. Of this, only US$500 million 
came from international services to and 
from 16 countries — a network which has 
now expanded to 175. 

Observers are now waiting for one or 
other of the major rivals to fire the next shot. 
There seems to be general agreement that 
while the market is expanding there is room 
for all four players. This might not be so in 
three or four years, however, when the mar- 
ket matures. m 
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PROJECTS 


Philippines reclamation to be listed on exchange 








By Rigoberto Tiglao in Cebu 


ith the phenomenal growth of the 

Philippines' Cebu City in the past 

three years fast creating a real-es- 
tate bottleneck, the metropolitan area is 
gearing up for a huge land reclamation pro- 
gramme funded entirely by the private sec- 
tor. The first project to get under way, at 
Mandaue City, will even try to take advan- 
tage of the Manila stockmarket's present 
thirst for new issues. 

^We plan the projects to be all on a build, 
operate, and transfer scheme," 
Cebu provincial governor 
Emilio Osmena says. "We've 
learned throughout the Marcos 
years that we can't rely on na- 
tional government funds." The 
projects consist of a 300-ha in- 
dustrial and residential site 
south of Cebu, a 1,000-ha con- 
tainer port, the 600-ha Cordova 
Resort Island, the 800-ha ex- 
pansion of the existing Mactan 
Export Processing Zone, and 
the 180-ha reclamation off Man- 
daue City. 

Detailed planning of the 
Mandaue project, which will be 
financed by a new private firm, 
Mandaue Realty and Resources 
Corp. (Marreco), is almost fin- 
ished and dredging operations are expect- 
ed to start in the first quarter of 1990. The 
agreement with the city involves turning 
over to the Mandaue City government 
by end-1991 28 ha, or 22% of the 126-ha 
usable area of the new land produced. In 
return, Marreco will retain 75%, or 95 ha, 
with about 4 ha going to the project's main 
contractor, F. F. Cruz and Co. Marreco's 
reclaimed development sites 
will be ready for use in about 
six years. 

To finance the project, 
Marreco is following the 
route chosen recently by 
Manila's biggest real-estate 
firms and tapping the equity 
market. With the precedent 
set by the stockmarket suc- 
cess of Alfredo Ramos 
Philippine Realty and Hold- 
ings Corp. (listed in 1987), 
Ayala Corp. spun off and 
listed Ayala Property Ven- 
tures early this year. Tycoon 
John Gokongwei months 
later followed suit, with the 
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Cebu floats 





4 
Lee: well placed. 


the sea 


listing of his Robinson’s Land Corp., gain- 
ing so much support that financing for 
his 22.2 billion (US$100 million) Galleria 
shopping mall and hotel project has been 
assured. 

One of Marreco's major owners will take 
this same tack with a rather speculative 
twist: selling shares of a real-estate company 
whose land assets still have to be reclaimed 
from the sea. Capitalised at P250 million, 
Marreco is 70% owned by contractor F. F. 
Cruz and Co., and the Cebu Contractors As- 
sociation. The remaining 30% will be owned 


Dredging up a bigger Cebu 





by a new realty firm, Philippine Orion Prop- 
erties, which will float its equity on the 
stockmarket. 

Orion appears to have the backing of 
Manila’s Chinese business establishment — 
the so-called “Binondo-based” Filipino- 
Chinese business group (named for the 
commercial centre of Manila's Chinatown). 
Orion's chairman is Domingo Lee, pre- 
sident of the powerful Fed- 
eration of Filipino-Chinese 
Chambers of Commerce and 
Industry. 

In a business environ- 
ment where personal con- 
nections open all the im- 

rtant doors, Lee is well 
placed. A boyhood friend 
of the late Benigno Aquino 
and a business associate of 
the Cojuangcos, the family of 
President Corazon Aquino, 
Lee is considered in Manila 
as quite being close to the 
president herself. Under 
Philippine law, Aquino 
would have to give the final 
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go-ahead for the Mandaue reclama- 
tion. 

Orion’s president is Manila stockbroker 
David Go, an Atlas Consolidated Mining 
and Development Corp. director, whose 
family is one of the major stockholders of the 
Binondo-headquartered Equitable Banking 
Corp., Orion's underwriter. 

Orion has started to sell over-the-counter 
730 million of its shares at an offering price of 
P1 a share. According to Go, the company 
expects its shares to be listed on the stock- 
market before the end of the year. Go em- 
phasised though that Orion, whose total in- 
vestment in Marreco (including a pre-pur- 
chase of the land to be reclaimed worth 
P175 million) will amount to P225 million, 
will have major real-estate projects other 
than the Mandaue reclamation. 

Half of the 2500 million cost of the pro- 
jects first phase will be raised through 
Marreco's equity, with the other half to be 
financed either through pre- 
selling the reclaimed land or 
from loans, according to Go. 
The projects second phase, 
during which all infrastructure 
will be constructed, will cost 
P750 million. Go estimates that 
pre-selling of land to be re- 
claimed and the sale of portions 
of land reclaimed as the project 
proceeds could even be enough 
to finance the entire reclama- 
tion cost. 

The project is banking on 
Cebu's expansion, which has 
pushed up land prices to the 

t P4,000 a nv range. 
Even if land prices remain at 
that level, Marreco's 95 ha after 
the project is completed would 
be worth 23.8 billion, nearly double the pro- 
ject's P1.25 billion cost. 

However, there is a major factor ex- 
pected to push up the project's value, ac- 
cording to Public Estates Authority official 
Wilfredo Gamboa: a causeway is to be built 
through the site linking Cebu's Mactan air- 
port to downtown Cebu, which would en- 
able Mandaue traffic to bypass the con- 
gested existing main artery and could make 
the site a prime business area. 

There is, however, one cloud over the 
project. A suit filed in July by Malayan Inte- 
grated Industries seeks to stop Marreco's re- 
clamation work on grounds that Malayan 
Integrated already has a contract, made in 
1977, with the Mandaue City government 
for a similar reclamation project. The court 
has rejected the firm's application for a pre- 
liminary injunction, though it has so far not 
dismissed the suit. Marreco is shrugging off 
the suit and has already put into place two of 
its dredgers, with both Orion and govern- 
ment officials confident that the project 
could be a model for funding of other 
needed infrastructure projects that cash- 
strapped Manila cannot afford. 2 
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Hongkong fears ban on Panama-registered vessels 





By Michael Westlake in Hongkong 

S officials are toying with imposing 

sanctions, or even a complete ban, 

on Panamanian registered ships 
docking at US ports. The idea is to under- 
mine Panama's military leader Manuel 
Noriega, but Asian shipowners, particularly 
those in Hongkong and Japan, believe that 
they will be among the first commercial vic- 
tims. 

The sanctions, or ban, may be brought in 
as early as 1 January 1990, though the timing 
is not certain. It is intended to hurt Panama's 
economy and image, and is the result of US 
authorities' findings that Noriega is heavily 
involved in drug trafficking to the US. 

Hongkong shippers are well represented 
on Panama's registry. At the end of 1988 
members of the Hongkong Shipowners' As- 
sociation (HKSA), whose 78 members control 
1,171 vessels totalling 57.8 million dwt, had 
356 vessels with a total of 13.2 million dwt re- 
gistered in Panama. And Japanese shipping 
companies have about 800 Panamanian-re- 
gistered ships. 

The HKSA says a ban would trigger a 
scramble to shift vessels to other registries, 


Crew-cut threat 


causing severe administra- 
tive problems. In addition, 
shipowners would have 
to pay new registration 
charges, and lose the balance 
of any fees already paid in 
Panama. 

This in itself, say some 
observers, though swelling 
lawyers’ bank balances, 
would have scant effect on 
the total cost of shipping and 
would be unlikely to hurt for- 
eign companies' trade with 
the US. 

But there is another prob- 
lem. The HKSA and others 
say a ban would cause severe 
problems for ships’ crews, because Panama- 
issued qualifications may not be recognised 
by other shipping jurisdictions. The result, 
says the HKSA, "would be chaos in interna- 
tional shipping." 

Some 15 major seafaring jurisdictions 
were notified of the possible US action and 
asked for their views. The HKSA registered 
its objections at the US Consulate in Hong- 
kong on 8 November, pointing out that if 
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Asta bears brunt of EC's protectionist measures 


Fortress fears 





By Shada Islam in Brussels and 
Anthony Rowley in London 
sian nations face an uphill task in 
their struggle to avert new EC trade 
restrictions in the run-up to 1992 and 
the creation of a single European market. 

European analysts say that Asian coun- 
tries stand to be hit hardest by a spate of 
pre-1992 "technical adjustments" to trade 
and investment policies, such as new 
anti-dumping measures, local content and 
origin rules and the replacement of national 
restrictions by “provisional” EC-wide 

otas. 

Much of the pressure for increased pro- 
tection against foreign competition is com- 
ing from Spain and Portugal and, to a lesser 
extent, France, Greece and Italy. Not sur- 
prisingly, given the similarity in levels of in- 
dustrialisation and fierce international com- 
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petition for foreign investments, the main 
target of Spanish and Portuguese com- 
plaints is Asia. 

Recent research into the external impact 
of 1992 conducted by independent Euro- 

an institutes and Britain's Overseas Deve- 
lopment Institute (OD!) confirms Asian fears 
of growing competition for foreign capital 
from Europe's southern members. Many 
analysts are convinced that European and 
other Western investments are already 
being drawn away from Asia to Spain and 
Portugal. 

The ODI study says that 1992 will lead 
to a redirection of demand from outside 
suppliers to community suppliers as lower 
costs of production and distribution make 
EC-produced goods more competitive. In- 
vestment, too, will be diverted as European 
firms and those from other industrialised 
nations switch production from the Third 
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Sohmen: complications. 


crews had to resit examinations to gain new 
licences, many ships would be forced to lic 
idle while the new qualifications were ob 
tained. The result would be economi 
hardship for many foreign companies and : 
drop in capacity available for trade — some 
thing presumably not intended by efforts tc 
hit Noriega's coffers. 

HKSA chairman Helmu 
Sohmen, who is also chair 
man of Hongkong’s World 
Wide Shipping Agenc 
tanker group, pointed ou 
that such complication 
would exceed any benefit 
from a ban. 

While the move is sti 
under consideration, shir 
owners are drawing up cor 
tingency plans — and, som 
say, tonnage is drifting awa 
from Panama's registry i 
any case, owing to worrie 
about the US-Noriega m 
lationship. 

Vanuatu has suggeste 
that Panama-registere 
ships could be placed on Vanuatu's bar 
boat charter registry. This would avoid th 
manning problem and allow the owners t 
maintain their vessels’ legal links wit 
Panama. 

But this may not be acceptable to the US 
and the HKSA and similar groups are contaci 
ing Vanuatu and other registries to establis! 
how flexible they are prepared to be ove 
crew qualifications. | 


World to Europe in order to gain the fu 
benefit of the single market. 

"Much of the investment will take plac 
in Portugal and Spain where labour cost 
are attractive," says trade expert Michat 
Davenport. Both countries also have goo 
labour relations and infrastructure and eas 
access to EC subsidies. "This is going to in 
crease the Third World's problems of acces 
to international risk capital and up-to-dat 
technology," warns Davenport. 

According to Rolf Lan er of th 
West German Kiel Institute of World Ecc 
nomics, both Portugal and Spain will try t 
counteract an expected appreciation in the 
currencies prompted by membership of th 
European Monetary System by trying t 
"shift the burden of adjustment to develop 
ing countries." 

Portugal has already started clamourin 
for increased protection. In recent talks i 
Brussels, Lisbon said it wanted large-scal 
reductions in Asian textile exporters’ duty 
free access to European markets. EC official 
have shrugged off the demand for th 
moment, but the calls could have an influer 
ce on the EC's attempts to overhaul it 
Generalised System of Preferences fc 
the 1990s. Portugal is also opposed t 
timid suggestions by the EC for a cor 


30 NOVEMBER 198 





ditional phasing out of the Multi-fibre 
Agreement. 

Spain, Italy and France, meanwhile, are 
spearheading demands for EC-wide restric- 
tions on Japanese cars after 1992. European 
commissioners Martin Bangemann and 
Frans Andriessen, respectively responsible 
for industrial policy and external trade, are 
fighting hard for a more open approach. But 
others in the commission look set to impose 
a protectionist system of import monitoring 
of Japanese cars, which could last until 1997. 

Madrid, Rome and Lisbon are backing 
their footwear industries’ calls for the intro- 
duction of strict quotas on Asian footwear 
exports. Initial demands that EC-wide 
quotas be applied on imports from Taiwan 
and South Korea have now been replaced 
by calls for EC-wide curbs on all footwear ex- 
ports from Asia. That call, says the ODI, 
came in response to Taiwan and South Ko- 
rean efforts to circumvent EC restrictions by 
setting up plants in Thailand and China. 

In any case, says the ODI, South Korea 
and Taiwan are likely to be subject to volun- 
tary restraint agreements which will cut 
footwear imports to 41% and 50% respec- 
tively of their 1987 levels. The main bene- 
ficiaries will be Italy, Spain and Portugal. 

The EC's southern member states are 
also frequent users of community provi- 
sions for temporary restrictions on intra- 
European trade in foreign goods. In the first 
nine months of 1989, France resorted to 
these so-called Article 115 measures at least 
48 times. Most of the restrictions were slap- 
ped on textiles, footwear and electronic 
goods. 

Although recourse to such intra-EC bar- 
riers will be banned after 1992, some effec- 
tive and supplier-specific safeguard mech- 
anisms to control “market disruption," in- 
cluding discreetly negotiated "voluntary re- 
straint agreements,” are inevitable, say 
trade experts. 

Asian nations also bear the brunt of the 
EC’s increasingly frequent and sophisticated 
use of the powerful anti-dumping weapon. 
Of a total 42 anti-dumping actions initiated 
last year, 17 were directed against China and 
Asia’s newly industralised countries. Japan 
was the target of nine such actions. 

Trade experts also see hidden dangers in 
new technical standards and norms being 
erected by the community. Exporters may 
be subjected to “bureaucratic harassment 
and protectionism by customs officials,” 
fears Davenport. For instance, toys, an im- 
portant export from Asia, will be subject toa 
directive on toy safety, the ODI points out. 

EC officials recognise Asian concerns 
about 1992 but insist that countries in the re- 
gion must polish their exporting and mar- 
keting techniques to sell more competitively 
in EC markets. Joint ventures with Euro- 

firms would help Asian nations to gain 
a foothold in Europe. The EC is also poised 
to reshape, though not increase, its Asian 
aid programme. E 
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Mongolia discloses existence of uranium mine 


The glow of glasnost 


By Alan Sanders 


he Mongolian Government has just 

admitted the existence of a Soviet 

uranium mine on Mongolian terri- 
tory. Western observers have long thought 
it likely that the country had uranium de- 
posits, but the rumours have only now been 
confirmed in the media. According to the 
Minister of Power and Mining Industry and 
Geology Sodovyn Bathuyag, the mine is 
“not secret,” though Mongolian journalists 
have only recently been given the opportun- 
ity to visit it. 

Ulan Bator officials believe that the mine, 
named Mardai after a local stream, has a 
"great future" and hope that it will bring 
many benefits. However, considerable in- 
vestment will be needed to build the neces- 
sary uranium processing plants, power sta- 
tions and electricity transmission lines. 

The uranium deposit is near the Mongo- 
lian-Soviet border to the east of the Hentiy 
Mountains, in the northern part of Mon- 
golia's Dornod (Eastern) pro- 
vince, some 500 km from J 
Ulan Bator and 150 km from 
the provincial centre Choy- — 
balsan. The Mardai mine and 
the miners' town Erdes, are 
located in the province's 
Dashbalbar district. 

Erdes, with a population 
of some 5,000 Soviet miners 
and their families and a 
school for 1,500 pupils, was 
developed in the early 1980s 
by soldiers from Soviet con- 
struction and railway corps. It 
is linked by 100 km of new 
track to the Choybalsan spur 
of the Soviet Trans-Siberian 
Railway. There is an airstrip 
and a high-tension electric 
power supply, and water is 
piped in. Only a few Mongo- 
lians have been working at Erdes since 1985, 
but herdsmen from the nearby Mongolian 
livestock cooperative are said to be allowed 
to use the town's bank, shops and other 
facilities. 

The mine and town, which cost "many 
hundred million roubles" to build, are run 
as a concession under a Mongolian-Soviet 
inter-governmental agreement signed in 
December 1981. They were initially under 
the jurisdiction of the Soviet Ministry of 
Medium Machine Building, which runs 
the Soviet's military nuclear programme, 
but now they have been "civilianised" 
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and are supervised by the Soviet Minis- 
try of the Nuclear Power Industry. 
The extra-territorial status of Erdes is 


northwestern Mongolia, which the Soviet 
Army handed over to the Ulan Bator au- 
thorities during the partial Soviet troop 
withdrawal in spring of this year (REVIEW, 25 
May). 

The Mardai mine originally had several 
shafts up to 580 m deep, but these have been 
sealed with concrete and development is 
now centred on open-cast workings, where 
the uranium ore is loaded by excavators into 
mine wagons hauled by electric locomo- 
tives. Uranium ore was originally to be 
transported to the Soviet Union for refining 
in 1985, but a cut in Soviet investment de- 
layed the first shipment until 1988. No pro- 
duction figures have been disclosed. Mon- 
golia has no refining facility or nuclear plant 
of its own. 

Now that the Mongolian il tod (the Mon- 


Radiating friendship 





golian version of glasnost) has allowed infor- 
mation about Mardai and Erdes to be pub- 
lished, strong Mongolian interest has been 
expressed in increasing Mongolia’s involve- 
ment in the project and ensuring that it is en- 
vironmentally safe. 

Journalists who visited Mardai were told 
that there had been rumours among local 
herdsmen about sickening livestock and 
worries about a “Mongolian Chernobyl,” 
but these could be discounted. A local com- 
mission for environmental protection had 
monitored radiation levels and found them 
to be low. L] 
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Reviving the two-stroke engine 


ince its invention about 100 years 

ago, the two-stroke engine’s great 

virtue has been its simplicity. That is 

why you find two-strokes powering 
motorcycles, lawnmowers, chainsaws and 
other applications where light weight is im- 
portant. 

Imagine, then, the surprise of visitors to 
this month’s Tokyo Motor Show to discover 
Toyota exhibiting a highly complex two- 
stroke engine installed in a full-size luxury 
car. "People thought we were stupid," says 
Norihiko Nakamura, the Toyota project 
manager who oversaw the engine's deve- 
lopment. “They said if simplicity is a two- 
stroke engine's big advantage, why build 
one which is complex?" 

But there is method in Japan's largest 
car maker's apparent madness, both in the 
engine's current, petrol-driven prototype 
and — more significantly for the future — in 
its diesel variation. 

The four-stroke engines that 
power today's cars are inherently 
prone to vibration. The reason is that 
they produce power on only one of 
their four strokes (the up and down 
movements of the piston in the cylin- 
der that drive the crankshaft), the 
other three sucking a mixture of air 
and petrol through an inlet valve into 
the cylinder, its subsequent compres- 
sion and ignition by a spark plug to 
produce power, and finally the ex- 
pulsion of the exhaust gas through 
an outlet valve. To offset the jerk 
caused by the piston's sudden accel- 
eration following the power stroke and its 
subsequent deceleration, the engine must 
have other cylinders whose cycles are 
staggered accordingly. 

In a two-stroke engine by contrast, igni- 
tion, expulsion of the exhaust gas and intro- 
duction of fresh fuel (through outlets in the 
cylinder wall) all take place on the piston's 
downstroke, with compression occurring 
on the upstroke. This produces a much 
smoother cycle and one that generates more 
torque to boot. 

That is why, in Toyota's book, a two- 
stroke engine is eminently suitable for a lu- 
xury car, where sports-car-style, knock-you- 
back-in-your-seat-type acceleration is not 
desirable. The prototype two stroke-pow- 
ered car the company demonstrated at the 
motor show was a six-cylinder, three-litre 
model. This, claims Nakamura, is equiva- 
lent in output to a conventional V12, six- 
litre engine, but takes up only half the space. 
Also, since fuel consumption is significantly 
affected by the friction of the pistons again- 
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st the cylinder walls, efficiency is better. 

The big difference between Toyota's two- 
stroke and the conventional version (which 
conceptually remains more or less un- 
changed since its invention a century ago by 
an English engineer named Day), is that 
it features valves — two for fuel intake, 
and two for getting rid of exhaust gases — at 
the top of the combustion chamber rather 
than the conventional outlets in the lower 
cylinder wall which are opened as the piston 
descends on its stroke. 

The engine's other key technical innova- 
tion is a supercharger. This forces the 
exhaust gases out of the chamber very 
rapidly, ensuring that there is very little 
combustion-inhibiting contamination left in 
the cylinder. 

In addition, electronic fuel injection com- 
bined with computerised ignition control 
are crucial to make sure that the fuel is com- 





The primitive East German Trabant two-strokes. 


pletely mixed and ignited within the rela- 
tively short time available in the two-stroke 
cyde. 

But promising though the two-stroke en- 
gine may be, in every rose there is a thorn. 
The thorn in the conventional two-stroke's 
case is that, owing to its design, on each 
cycle some oil from the crankcase inevitably 
gets into the cylinder. There it mixes with 
the fuel and burns, emitting a distinctive 
blue-white smoke. The oil lost in this way 
must then be replaced. 

Primitive two stroke-powered cars — 
like the East German Trabants recently 
abandoned in large numbers as their drivers 
fled across borders to the West on foot — 
are still made in some countries. Else- 
where, however, unacceptably high-emis- 
sion levels had long since led Japanese car 
makers to abandon two-stroke engines in 
favour of four-stroke ones. 

Oil companies have responded to the 
emission problem by adding compounds 
such as polyisobutelene to produce “smoke- 
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less" oil. But additives are expensive and can 
reduce the performance of catalytic conver- 
ters in a car's exhaust pipe. 

Nakamura estimates that a conventional 
two-stroke engine uses 10 times as much oil 
as a four-stroke. He questions whether 
motorists will be prepared to accept the 
bother of having to top their cars up with oil 
every time they fill their tanks, instead of at 
every 10,000 km, as at present. 

But the Toyota two-stroke also has hur- 
dles to overcome before it hits the road in 
production vehicles. For one thing, in order 
to reduce fuel consumption, the efficiency of 
the supercharger must be improved. For 
another, the shape of the combustion cham- 
ber must be optimised to make sure that 
incoming and outgoing gases do not mix. 

Nakamura claims that the equations gov- 
erning the design of this chamberare so com- 
plex that it would take Toyota's Cray super- 

computer three years to solve them. 
* — Once their reliability is proven, 
two-stroke engines will probably be 
applied to other, smaller types of cars 
too. For petrol-powered cars, how- 
ever, they face stiff competition from 
four-stroke engines, whose opera- 
tion is already pretty smooth. Thus 
the biggest potential application that 
beckons for the two-stroke is its 
diesel version, a prototype of which 
Toyota also showed this month 
(though not as yet mounted in a car). 
As oil supplies diminish, diesel 
becomes increasingly attractive as a 
low-cost fuel because a barrel of 
crude oil yields far more diesel fuel than pet- 
rol. But diesel engines are much noisier and 
vibrate more than their petrol counterparts. 
This has made them unpopular with fussy 
Japanese consumers. Sales of diesel cars 
have been much lower in Japan than in 
countries such as West Germany and Italy, 
where tax breaks have made car owners 
more ready to put up with the din. 

The intrinsically smoother operation of 
the two-stroke engine gets rid of much of a 
diesel's noise and vibration. Its develop- 
ment is thus of great significance for 
Toyota's future business plans. 

Putting such developments into practice 
will take time. But then Japanese companies 
tend to take a longer-term view than their 
counterparts in the West. Nakamura's goal 
is to have two-stroke engines in production 
cars before the end of the century. "When 
you consider that the two-stroke has 
had a history of 100 years," he says, “we 
think that that is quite quick." 

m Bob Johnstone 
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THE BEAUTY OF THE PHILIPPINES 


As calm as the sun rising to 
greet the morning. As soft as the 
whisper of the trees in the gentle 

summer wind. As tranquil as the river dappled 
with sunlight. In Villa Escudero, time floats 


serenely by as the waters ripple to meet th 
mountains. 

On Philippine Airlines, every flight is like a Vill 
Escudero morning. As the gentle caring of ot 
friendly cabin crew, like Pia and Trish, shine 
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through, you can just sit back with a serene 
smile. And let time float by . . . 
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The alphabet of technical innova- 
tion is short and to the point: AEG 
- the international advanced tech- 
nology group offering high techno- 
logical performance with market- 
relevant products in the fields of 
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nology - Transportation Systems. 

Approximately 90,000 people in 
111 countries work towards these 
objectives. Today, in Germany 
alone, 7000 AEG employees are 
engaged in research and develop- 
ment in the key areas of High-Tech. 

Abroad, the business interests 





sign for - 
omorrow's technoloc 


of AEG are pursued by 58 compa- 
nies in which we have majority 
interests, with 11 production plants, 
and by numerous minority interest 


holdings and agencies. Besides 
canvassing activities and handling. 


exports from the Federal Republic 
of Germany, these companies also 
make considerable contributions of 
their own in engineering and supply 
of complete systems anc compo- 


country to country, may also com- 
prise the planning of industrial 
plants. 

A wide spectrum of products, 
units, systems and services on a 






high technical level give the group 
an annual turnover in excess of 
DM 13.4 billion. 

The reward for exceptional 


achievements and ideas. 


AEG Pte. Ltd. - 18 New Industrial 
Road 04-00 - Ventek Industrial 
Building - Singapore 1953 . Tel: 
(65) 286-54 54 

Headquarters: AEG Aktiengesell- 
schaft Theodor-Stern-Kai 1 
D-6000 Frankfurt 70 - West Ger- 
many 





Member of the Daimier-Benz-Group 
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What's in it for us? 


s delegates to the Asia-Pacific Eco- 

nomic Cooperation (APEC) confer- 

ence drifted back to Thailand for 

the seminar season, it seemed the 
euphoria of Canberra may have been all 
hype. There was a lot of wondering out loud 
about what the bonds of this group were 
really going to be. 

After all, a union ought to be mutually 
beneficial, enough so that members can ac- 
cept downgrading relationships with those 
outside the union. 

An example is Asean: despite all the dip- 
lomacy, the strengths of the organisation are 
not in its economic links. For a few years 
they have focused on a political consensus 
over Vietnam and Cambodia, one which 
has recently disintegrated. Economically, 
there has been too much competition for in- 
vestment, backed by import-substitution 
policies. Those have been replaced some- 
what with export-to-grow investment re- 
gimes, but competition is still the underlying 
theme. 

The ideal is complementation, but at the 
Asia-Pacific Development Centre's (APDC) 
Bangkok forum it was noted that the sole 
Asean example of this approach, Mitsu- 
bishi's car parts complementation scheme, 
is at the mercy of domestic content promo- 
tion as well as the desire of each of the four 
larger Asean members to export cars. 

Thailand knows it cannot get far focusing 
trade inwardly towards an Asean or greater 
APEC group. That would spell death at this 
juncture. Its economic boom has come from 
investment that has widened Thailand's 
trade to a healthy balance between the US 
and Canada, Japan, Europe and Asia. It 
would be counterproductive to do other- 
wise, especially when much of its export 
marketing and distribution is controlled by 


| foreign companies, specifically the large Ja- 


panese investors and traders. 

Those in Canberra who believe that Thai- 
land was a great supporter of the APEC idea 
are fooling themselves. Thailand's accept- 
ance of the Australian model for discussion 
was only a foil for the two competing Ja- 
panese models, which Thai policymakers 
openly ridiculed. Thailand is spending a lot 
of time trying to lessen its exposure to Japan, 
not open up to more. 

Moreover, the inclusion of the US does 
not make sense when Asean exporters are 
trying to lessen dependence on protec- 
tionism-threatened US markets. But at least 
having the US inside stops Japan from push- 
ing for an East and Southeast Asian bloc. 

Finally, the question of Taiwan, Hong- 
kong and China is not just a diplomatic 
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wrangle. Taiwan investment in Thailand in 
the past 18 months has rivalled Japan's. 
Hongkong’s has been strong. Chinese cor- 
porations, too, have been putting money 
into Thailand, and there has been significant 
outward investment and technological 
cooperation from Thailand to China. China 
is Thailand's fourth-largest trade partner, 
lest anyone miss the point. 

Any economic bloc would need to have 
some geopolitical base. It would have to in- 
clude China, the perception is, to counter- 
weigh Japanese influence. The current ad- 
ministration in Bangkok has fostered a 
whole range of economic-to-strategic re- 
lationships with Peking which in part aimed 
at reducing the weight of dependence on 
the US and Japan. 

Thailand will not alone dictate the future 
of APEC; what will is the existence of mutual 
benefits. At this point what is beneficial to 





The joy of Canberra. 


North and East Asian investors is not neces- 
sarily seen as advantageous by Asean coun- 
tries. This will become clearer at the Cairns 
group meeting in Chiang Mai in late Nov- 
ember. The joy of Canberra was like coming 
to Bangkok for the first time. It is great when 
you land. But then you get bogged down in 
traffic and go nowhere, very very slowly. 

= Paul Handley 


Assembling New Zealand's balance-of- 
payments statistics has become a night- 
mare for the Statistics Department — and 
consequently for economic analysts. On 16 
November the department foreshadowed a 
third revision this year, worsening the ba- 
lance of payments by around NZ$900 mil- 
lion (US$531 million) at a stroke. 

The department's problems began with 
the lifting of exchange controls at the end of 
1984, preparatory to the floating of the kiwi 
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dollar in March 1985. New entrants into for- 
eign-exchange dealing caused previous 
methods of recording invisibles transactions 
— mainly trade in services, insurance, trans- 
port and tourism and retained earnings by 
overseas companies in New Zealand and 
New Zealand companies overseas — to be- 
come less complete. 

The department has accordingly pro- 
gressively widened and deepened its sur- 
veys, first to find the new players and then 
to record their transactions. This process has 
caused huge revisions of the figures — 
downward (that is, further into the red) by 
NZ$770 million in March (when the De- 
cember quarterly figures were published) 
and upward by NZ$500 million in August 
(when the March quarterly figures were 
published). A third revision is due for publi- 
cation on 30 November. 

Meanwhile, the department drew atten- 
tion to the "external transactions" section of 
the GDP published on 14 November. This 
gave a deficit of NZ$1.4 billion for the year to 
March 1989, compared with a deficit for that 
year of NZ$253 million in the (not strictly 
comparable) March 1989 quarterly balance- 
of-payments figures. According to deputy 
government statistician Len Cook, the re- 
cent calculations suggest the balance of pay- 
ments has been around NZ$900 million 
worse than previously thought. The March 
1989 difference was accounted for partly by 
the inclusion of the costs of chartering over- 
seas fishing vessels and improved statistics 
on overseas travel debits. 

That suggests a much-hailed "surplus" 
of NZ$48 million published in October for 
the year to June 1989 in the different, 
monthly, balance-of-payments series was in 
reality a deficit of NZ$850 million, or around 
1.3% of GDr. In a country where trade and 
other current external transactions make up 
about 30% of GDP, the balance of payments 
is arguably the most important indicator for 
policymakers. Variations in reported figures 
therefore have serious implications. 

However, it is unlikely the government 
would have adjusted policy over the past 
year if it had known in advance of the re- 
visions. Overall, while the totals have 
changed, the trend has not — it has been im- 
proving for the past three years. And 
though the trend now seems to be worsen- 
ing, an immediate shift in policy would be 
inappropriate before the February 1990 revi- 
sion — and not even then if the wosening 
trend is mild. But if both the trend and the 
amount look bad by March or April, the 
government may be forced to consider po- 
licy changes. = Colin James 
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South Korea ts heading for a huge petrochemicals glut 


Something must crack 


By Cari Goldstein in Seoul 

outh Korean companies are gambling 
- as much as US$7 billion on an ill-con- 

ceived attempt to lift South Korea into 
the ranks of the region's major petrochemi- 
cal-producing powers. With their custom- 
ary flair for the dramatic gesture, South 
Korea's chaebol, or big business groups, are 
planning to build up to six big integrated 
petrochemical complexes, complete with 
naphtha crackers and associated down- 
stream facilities. 

These projects, scheduled to come on 
stream from 1991-93, will lift annual output 
of ethylene — the key feedstock for a host of 
downstream chemicals — from the current 
level of 1.2 million tonnes to at least 2.6 mil- 
lion tonnes, even if only four projects ulti- 
mately materialise. It seems likely that at 
least this number will be built because the 
main driving force behind several of the pro- 
jects is corporate rivalry, rather than good 
business sense. 

If all six projects go ahead, something 
that is still a possibility, total ethylene output 
would rise to more than 3 million tonnes. By 
contrast, Japan — with a GDP some 16 times 
bigger than South Korea's — last year pro- 
duced 5.1 million tonnes. 

“If most of these plants are built, the out- 
look is for massive overcapacity in [South] 
Korea, the like of which has never been ex- 
perienced anywhere in the world," says 
Peter Jordan, senior vice-president of De- 
Witt & Co., a leading petrochemical indus- 
try consultancy. He predicts average plant 
utilisation could drop to as low as 50%, with 
disastrous consequences for profitability. 

It is not only South Korean producers 
who will feel the pain. South Korea's excess 
supply will inevitably have to be dumped 
onto regional chemical markets. This might 
be good news for downstream consumers, 


but petrochemical producers in Japan, 
Taiwan, and Southeast Asia, and to a lesser 
extent those in the US and Europe, will be 
squeezed by falling margins and prices. 
South Korea is likely to face a gross over- 
supply even if optimistic scenarios for 
growth in domestic demand over the next 
few years are borne out. Taking a more con- 
servative view is the Ministry of Trade and 
Industry's petrochemical division, which is 
projecting 5% annual growth in demand for 


World prices on the way down 


Petrochemical price index, base 100 — July 1986 





1988 


ethylene through to 1995 and then 3% to the 
end of the decade. This would put con- 
sumption at 1.6 million tonnes in 1995 and 
only 1.86 million by the year 2000. 

Part of the problem is that South Korean 
companies have come to expect high 
growth as their birthright. Petrochemicals 
consumption averaged an extraordinary 
14% annual growth rate through most of the 
1980s. As a result, some corporate planners 
are simply extrapolating the present high 
growth rates over the next decade. 

But such growth is highly unlikely. As 
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the economy matures, growth rates will in- 
evitably decline. The South Korean econ- 
omy, under pressure from rocketing wage 
increases and the rising won, has already 
slowed dramatically. Economic growth this 
year will probably touch 7%, against an 
average of 12% for the previous three years. 
This year, the rate of increase in petrochemi- 
cal products demand has already dropped 
to about 7%. 

Led by industrial giants Hyundai, Sam- 
sung and Lucky-Goldstar, South Korea is 
determined to end its partial dependence on 
imported petrochemicals. These comprise a 
broad range of materials, including plastic 
resins, synthetic rubbers, and other mate- 
rials that may be turned into man-made 
textile fibres, car components, electronic 
appliances, toys, and many other manu- 
factured products. 

Corporate planners see the petrochemi- 
cals industry as the weak link in South 
Korea's industrial base. They hope to follow 
the precedents set in earlier years when 
South Korea established world-scale steel, 
shipbuilding, car, and most recently, semi- 
conductor industries, sometimes in the face 
of conventional wisdom. 

However, this latest effort will unfold in a 
context very different from the one that 
existed five or 10 years ago. 

On the domestic front, the South Korean 
Government is in the midst of a liberalisa- 
tion programme: in the case of petrochemi- 
cals, this includes lifting prohibitions on 
new companies entering upstream pet- 
rochemical production and freeing prices. 


protected markets for priority industrial 

projects. And it divided them up among 
the chaebol to ensure a balance between sup- 
ply and demand in a given industry. This 
time around, the companies jumping into a 
petrochemical free-for-all will feel the full 
force of competition at home from lower- 
cost imports, while attempts to market their 
product in overseas markets will run up 
against the established international groups' 
more efficient production lines. 

On the global front, the two-and-a-half 
year boom in worldwide chemicals markets 
which started in the second half of 1986 is 
winding down. New South Korean capacity 
will come on stream just as international 
prices are falling, further eroding the viabil- 
ity of these projects. "These investment de- 
dsions were made during a time of unpre- 
cedented profitability in the global pet- 
rochemicals industry; unfortunately, their 
timing is exactly wrong," said one Seoul- 
based foreign chemicals executive. 

If it were simply a question of hitting the 
markets at a bad time, the prospects would 
not look so grim. But there is a more funda- 
mental problem. South Korea has no com- 
petitive advantage in the petrochemical in- 
dustry — a capital-intensive industry which 
depends on crude oil-derived naphtha or 


I: the past, the government guaranteed 
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natural gas as the main feedstock — for it 
has no indigenous petroleum resources. 
Unlike emerging competitors in Southeast 
Asia, which have indigenous supplies of 
crude and natural gas, South Korea will 
have to depend on expensive, imported 
feedstock. What is more, international 
naphtha prices are fixed firmly on an up- 
ward trend as demand rises faster than sup- 
ply. Simply obtaining adequate supply — at 
any price — will become increasingly dif- 
ficult for South Korean producers. 

An equally heavy burden is the cost of 
capital in South Korea. The government has 
cranked up interest rates for the past two 
years in an effort to choke off inflationary 
growth in the money supply. Although the 
Bank of Korea lowered rates by one percen- 
tage point in mid-November, prime lending 
rates remain around the 15% level. For the 
already heavily leveraged chaebol, this will 
make building new petrochemical com- 
plexes more expensive than for their over- 
seas competitors. 

The authorities have also since early 1988 
placed sharp limits on South Korean com- 
panies’ access to relatively cheap foreign 
bank loans. There are exceptions, including 
loans targeted for offshore investments, as 
well as a special forei cy loan 
scheme of some US$4-6 billion a year to pro- 
mote inward technology transfers. But there 
is heavy competition for these funds. 

None of this means the chaebol will be un- 
able to raise the necessary capital — but the 
cost will be high. 

South Korea has had two main pet- 
rochemical complexes operating since the 
early 1970s. The largest is at Ulsan, on the 
southeastern coast, where Yukong, part of 
the Sunkyong group, operates a naphtha 
cracker that provides feedstock to some 20 
downstream facilities operated by other 
companies. Yukong has almost completed 
an expansion programme that will lift an- 
nual ethylene production from the current 
155,000 tonnes to 555,000 tonnes. The com- 
pany also operates a separate aromatics unit 
in Ulsan, producing 800,000 tonnes a year of 
benzene, toluene, and xylene. 

A smaller complex is located in Yochon, 
in South Cholla province, where Daelim In- 
dustrial Co. has just lifted ethylene output to 
about 700,000 tonnes a year, supplying 10 
companies. A third complex is now taking 
shape at Sosan, on the west coast, where 
Samsung and Hyundai are planning giant 
greenfield, integrated complexes. 

The guiding spirit of the government's 
early icals development policy 
was to block vertical integration to prevent 
one or more companies from dominating 
the industry. 

In the new era of deregulation, this 
philosophy has fallen by the wayside. Exist- 
ing downstream producers are looking to 
back-integrate, while ethylene producers 
Yukong and Daelim and oil refiner Honam 
Oil are aiming to go forward into chemical 
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On the drawing board 


Lucky Petrochemicals, part of the 
Lucky-Goldstar group, will build a 
350,000-tonne cracker in Yochon, plus 


associated facilities for the production of 


butanol, i acid, , and 
| t is expected to reach US$1 bil- 
lion. 


Korea Petrochemical Industry - y 
aay 


KPIC), part-owned by Marubeni, 
gin iic e and 


a joint venture »of the 


Lotte and Mit- 
sui, will build a 350,000- 


intermediates and downstream commodity 
plastics. 

Understandably enough, executives at 
existing cracker operators Yukong and 
Daelim are concerned that their former cus- 
tomers are preparing to compete with them 
head on. Having just installed new capacity, 
approved by the government years ago in 
order to satisfy burgeóning domestic de- 
mand, they now face the prospect of having 
to export substantial portions of their out- 
put. "It's crazy: South Korea is simply not 
destined to be a major exporter of pet- 
rochemicals," said Choi Kwan Seop, man- 
ager of Yukong's chemical business depart- 
ment. 





South Korea's chemical sector 


‘Supply and demand for major petrochemicals” — 
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losives Group, hopes to build a 

50,000-tonne cracker in Yochon. The 

production of EDC, VCM, PVC, and linear- 

LDPE, and will in also include a 160,000- 

sources in Seoul say this venture is on the 

most shaky ground of all the new cracker 

j because of questions over 

s ability to secure financing. It 

will require an investment of about US$1 
billion. 


a 350,000-tonne naphtha cracker in 


san. The US$1.5 billion complex will 
include facilities for the production of 


-a late 1991 start-up. 


This reasoning, though obvious enough, 
has not been sufficient to deter anyone. Be- 
sides corporate rivalries, another factor 
lies in the differing motivations behind 
these projects. Lucky, KPIC, Honam, and 
Hanyang are already involved in (largely) 
downstream petrochemicals production, to 
one degree or another. 

Building crackers will in theory enable 
them to control their own destiny to a far 
greater extent than is the case at the mo- 
ment. As Hanyang Chemical's Kim Young 
Min said: "Without our own cracker, we're 
reduced to begging Daelim Industries for 
feedstock for our downstream needs." 
Lucky-Goldstar also owns 50% of Honam 
Oil, a major refiner, in addition to extensive 
downstream production by several group 


? subsidiaries, so a naphtha cracker will be- 


come the missing link in the petrochemicals 
train. 

There is clearly a logic to these com- 
panies' plans — one which is missing from 
the efforts of Samsung or Hyundai. But the 
looming oversupply seems sure to frustrate 
the theoretical advantages vertical integra- 
tion might bring Lucky, KPic, Honam and 
Hanyang. R 
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Industrial giants muscle in on petrochemical sector 


Chaebol challenge 


hen Samsung General Chemicals 
W vec ground for its Sosan pet- 

rochemicals complex on 13 Nov- 
ember, the guest list amply testified to the 
company’s political pull: President Roh Tae 
Woo, Minister of Trade and Industry Han 
Seung Soo, not to mention Samsung Group 
chairman Lee Kun Hee and a host of other 
luminaries. 

Nothing unusual about that, on one 
level. After all, the chaebol (conglomerate) 
have long nurtured close ties with succeed- 
ing governments; and it is a major, Won-1- 
trillion (US$1.5 billion)-plus project. What 
made the scene especially piquant was its 
demonstration of the fine art of corporate 
brinkmanship. Samsung and Hyundai — 
which is building a similar complex nearby 
— have for more than a year been pushing 
forward with detailed engineering work, 
site preparation and technology-licensing 
agreements for their projects. 

But under the government's petrochemi- 
cals liberalisation policy, limits on the en- 





trance of new companies into upstream 
ethylene production will not be lifted until 
the start of 1990. And Samsung and Hyun- 
dai's proposals had both been rejected by 
the committee of industry and academic ex- 
perts convened by the government in 1988, 
when it made an earlier stab at determining 
South Korea's petrochemical needs. 

The committee's November 1988 report 
— essentially an exercise in bureaucratic 
buck-passing — granted official approval 
not to Samsung and Hyundai's projects, but 
rather to competing projects by Lucky, KPIC, 
and Honam Petrochemicals. The point was 
that these companies were already in the in- 
dustry, whereas Samsung and Hyundai in- 
tended to start from scratch. 

It might have been more diplomatic for 
Samsung to wait until after the first of the 
year to hold its ground breaking ceremony, 
given the sensitivities involved. Yet Roh's 
willingness to bestow his personal stamp of 
approval on the project seems to indicate 
that the government will not intervene, as 





The chaebol are coming. 


some are urging, to re-impose controls c 
the industry and thus avoid a damaging pe 
rochemicals glut. 

Samsung and Hyundai, No. 1 and No. 
in the chaebol lineup, have long harboure 
ambitions of petrochemical glory, but earli 
governments' practice of doling out pn 
tected positions in selected industries he 
kept them out. In fact, at the beginning | 


Japanese petrochemical analysts claim the industry has 


Contracting out 


an oe petrochemical companies are likely to cancel at least four 
six major expansion projects announced in 1988 at the peak of 
the recent boom. But there is no atmosphere of crisis. Rather, the 
feeling is that the industry has come a long way since 1983 when 
collapsing demand and surging raw material costs caused the 
Ministry of International Trade and Industry (Miti) to master- 
mind a 2 million-tonne capacity scrapping programme. 

If all current projects were implemented, Japan's petrochemi- 
cal production capacity would rise from its present level of 5.8 
million tonnes of ethylene equivalent to more than 8 million ton- 
nes by 1992 or 1993. This would be far above domestic demand 
levels forecast for the mid-1990s and would only make sense if 
Japan planned to re-establish itself as a major exporter of pet- 
rochemical products. 

Cancellation or merger of existing projects may call for some 
tricky negotiations between the companies concerned. But direct 
government intervention to settle disputes over expansion plans 
is ruled out for several reasons. Miti officials say the industry has 
learned caution from the "bitter" experiences of 1983, when capa- 
city utilisation rates fell below 50%. 

A more technical reason is that Miti lacks the legal authority to 
interfere. Previous Miti-inspired attempts to rationalise the pet- 
rochemical industry were carried out under special legislation 
which allowed it to enforce production cartels. These laws lapsed 
in 1987 and 1988, making way for what is claimed to be a 
“free enterprise” approach to settling disputes about capacity 
expansion. 
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reached a higher level of maturity than its South Korean counter- 
part where competitive capacity expansion among rival groups 
threatens to produce dangerous overcapacity. Despite this, there 
are signs that Japanese producers may have misread their mar- 
ket 


The industry has been earning record profits in the past two 
years as a result of low materials costs, and an extremely high rate 
of capacity utilisation (well above 90%, say Miti). This explains 
why all major manufacturers with access to land announced ex- 
pansion plans after a legally enforced freeze on new capacity ex- 
pired in early 1988. Land shortages, rather than any lack of will to 
invest, appear to have been the main reason why even more 
companies have not announced plans to build new capacity. 

The shift to a mood of caution seems to have started in June 
when a report published by Miti's Industrial Structure Council 
suggested that domestic production of petrochemicals would 
probably have to grow at a marginally slower rate than GNP up 
the mid-1990s. Miti's forecast was based on the assumption that 
Japan would absorb at least part of the export surpluses likely to 
be generated by South Korea and Taiwan. 

Japanese analysts until recently saw China as the main poten- 
tial absorber of South Korea's excess production, but a sharp 
downturn in China's imports since the 4 June Tiananmen Square 
massacre has made this doubtful. If China continues not to im- 
port, petrochemical manufacturers in newly industrialised coun- 
tries could be in for a very difficult time, Tokyo analysts argue. 

The same analysts claim that Japanese companies will fare less 
badly because most of the industry's production capacity is fully 
depreciated. This means that overheads — which account for 
50% of production costs — are far lower than in countries such as 
South Korea or Thailand. m Charles Smith 
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- this decade Hyundai group founder Chung 


Ju Yung was offered the choice of pet- 
rochemicals or cars. He took the latter. 

But the current government's denial of 
plums like cheap loans from the Korea De- 
velopment Bank also means it has less lever- 
age over big business. The chaebols' increas- 
ing independence from official policy poses 
a new challenge to the authorities' efforts to 
mould a new South Korean economy. 

"The chaebol's heavy investment in the 
petrochemical industry will increase their 
hold on the economy and directly conflicts 
with the government's stated policy of 
promoting the growth of small and me- 
dium-sized companies, said a foreign 
banker. 

Neither Samsung nor Hyundai appears 
in the least bit deterred from their headlong 
dash into petrochemicals by the prospect of 
a glut. Both companies are at least out- 
wardly confident that industrial muscle 
alone can carry the day. "If there is blood to 
be shed, we are certain it will not be ours," 
said Kim Choong Yub, general manager of 
Hyundai Petrochemical. "We fully intend to 
make a profit in this business," he said. 

Kim and others argued that conventional 
cost-benefit analyses ignore the benefits of 
chaebol synergy. Thus, Hyundai's engineer- 
ing and construction arm will build the com- 
plex, which will then make chemicals that 
other group companies may transform into 
car components, construction materials, 
plastic housings for electronic devices, and 
much more. 

. There is a certain amount of mileage in 
this argument. But the best estimates of in- 
dependent experts indicate that captive use 
could only account for a small percentage of 
total production. 

That leaves the bulk of the projects’ out- 
put still looking for a market. The best clue to 
Hyundai's marketing hopes lies in the siting 
of the new projects — Sosan, on the west 
coast, directly facing China. As Roh said at 
the Samsung groundbreaking ceremony, 
according to press reports: "This area will 
emerge as a bridgehead for bilateral trade 
with China in the forthcoming years . . . " 

It's a huge market. In 1987 China was the 
world's biggest importer of commodity plas- 
. tics, buying more than 1.5 million tonnes 

of polyethylene and polypropylene alone. 
China also bought heavily for most of 1988, 
mainly from US producers. Chemical man- 
ufacturers around the world entertained 
fond hopes of constantly rising imports, as 
China geared up to expand its production of 
capital and consumer goods. 

But when China's austerity measures 
began to bite late last year, China got out of 
world chemicals market as fast as it had 
jumped in. While a resumption of signi- 
ficant imports remains possible if the finan- 
cial crunch eases, in the longer term China 
will certainly place more emphasis on build- 
ing its own capacity, supplied by its own 
crude oil. u Carl Goldstein 
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South Korea ignores warning of over capactty 





watching the rapid buildup of 

ethylene and downstream deriva- 
tives capacity in South Korea with grim fas- 
cination. The prospect of eight naphtha 
crackers — including two expansion pro- 
jects that just began operating — coming on 
line in a three- or four-year period recalls 
the disastrous recession of the early 
1980s, when slower-han-expected eco- 
nomic growth and overcapacity led to some 
25% of the world’s capacity being either 
mothballed or dismantled. 

The slump ended with a bang in late 
1986, and major chemical producers made 
unprecedented profits over the next two 
years by running plants at full tilt to satisty 
demand. Inevitably, this led to a rash of ex- 
pansion plans in the US, the biggest pro- 


F oreign petrochemical producers are 


etrochemical powers 


ducer in the world, Western Europe, and 
the Middle East. | 

But analysts say the earlier bloodbath 
had a chastening effect. Many projects now 
on the drawing boards will ultimately be 
cancelled or deferred, especially since the in- 
ternational chemical markets again started 
to dip towards the end of 1988. 

There is little evidence that South Ko- 
reans have any such misgivings. 5ome 
South Korean petrochemical executives are 
taking comfort from the fact that their new 
capacity will not be fully operational until 
1992, by which time they hope world chemi- 
cal markets will have rebounded. They may 
be in for a rude awakening. Forecasting ex- 
cess supply in world markets until at least 
the end of 1994, John Blackwell, president of 
Du Pont Korea, said: "Downswings tend to 
last twice as long as the upswings." 

What is more, Southeast Asia is develop- 
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eady for an upswing 


ing considerable capacity, which will arrive 
on stream around the same time. When it 
comes to regional competitiveness, South- 
east Asian supply — based on indigenous 
natural gas feedstock — will have an advan- 
tage over South Korean products based on 
imported naphtha. 

“The South Koreans have no idea where 
they're going to sell their product,” said 
Peter Jordan of DeWitt & Co. "They don't 
even have marketing organisations,” he 
said. The China market seems the best bet, 
but the unreliability of its purchasing policy 
makes it a slender reed on which to base ex- 
port hopes. 

Taiwan, where petrochemical expansion 
has been stymied by growing concern over 
the environment, is also held out as a poten- 
tial market. Lower freight costs and shorter 
delivery times would give South Korea an 
advantage in the Taiwan market, but this 
will probably not be enough to offset the ini- 
tial cost differential — unless the South 
Koreans are willing to dump at below cost. 

South Korean chemical producers will 
not have to wait until the new naphtha crac- 
kers come on line to see how the export mar- 
ket likes their product. Several key com- 
modity resins — particularly polyethylene, 
polypropylene, and polystyrene — are al- 


ready produced in excess. As regional prices : 


continue to fall, South Korean producers 
will either have to slash operating costs, or 
start dumping. 

The region has been the world's biggest 


import market for the last decade. This year, "s 


South Korea, Taiwan, China, and Asean na- 
tions together are expected to import 2.4 mil- 
lion tonnes of ethylene. But the era of im- 
porting is rapidly drawing to a close, as re- 
gionally based production grows. The In- 
dustrial Bank of Japan estimates that 
ethylene imports for the region, not includ- . 
ing Japan, will drop to 587,000 tonnes by 
1993. 


Chem Systems, a US petrochemicals 
consultancy, estimated that new ethylene 
capacity in the Asia-Pacific region would 
double to 18 million tonnes by 1995. Thai- 
land's National Petrochemical Corp. began 
operating its first complex in mid-Novem- 
ber, and a second complex will probably 
start producing by 1995 at the latest. A long- 


planned world-scale olefins complex in In- : 


donesia appears to have finally surmounted 


numerous obstacles, and may be completed A 
by 1993 or 1994. Work on the Philippines 


first big petrochemical complex is scheduled 
for February 1990. Malaysia is currently 
studying two projects. Carl Goldstein 
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Time to restrain the rake 


everal important trends, or factors, 

have emerged which are particu- 

larly significant for the global finan- 

cial outlook. Among them is the 

economic policy of the US in recent years. 

Not only have the twin deficits, fiscal and ex- 

ternal, been too large and persisted for too 

long, but the world, which looks to the US 

for leadership, has been dismayed by its fail- 

ure, year after year, to come to grips with 
those problems. 

A budget deficit that is too big; a savings 
rate that is too low; industries which do not 
produce the right products at the right prices 
and therefore cannot compete adequately 
with those of other countries, either over- 
seas or in feeding domestic consumption — 
all of these have left the US effectively a hos- 
tage to the willingness of foreigners to fi- 
nance its savings gap. 

Of course foreigners have been prepared 
to finance the savings shortfall, but a price 
has to be paid — partly higher interest rates 


for US dollars, and partly the outflow from 


the US of earnings on assets owned abroad. 
As overseas holdings of US dollar assets of 
various kinds continue to increase, so too 


-.'| will the resource outflow necessary to per- 


suade foreigners to hold those assets. 

The US economy's rake's progress is 
already causing difficulties in the US and 
beyond. Solving the Third World debt prob- 
lem is made much more difficult by high in- 
terest rates and by the US absorbing a signi- 
ficant share of the world's savings. Sooner 
or later these problems may cause severe 
damage — and not only for the US domestic 
economy. 

The crucial position of the US in the 
world economy makes it all the more impor- 
tant that it should not follow the example of 
Britain in the 1950s and 1960s, with a stag- 


. nating economy, high public expenditure, 


external deficits and high interest rates. 
Unfortunately the financial problems of 
the US are not limited to its two deficits. The 
US financial system is far from healthy. 
There have been major commercial mis- 
judgments by US financial institutions over 
the past two decades. Banks have lent exces- 
sively and irresponsibly to developing coun- 
tries. Savings and loans institutions have 
mismatched their assets and liabilities, and 
have ventured outside the safe fields which 


they knew into lending to sectors that ap- 
peared to promise greater returns. Whether 


loans for leveraged buy-outs, to companies 
that have issued junk bonds, and loans to 


C | over-speculative real-estate developers will 


| have to be added to this list of mistakes re- 
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By William Purves 


mains to be seen. We can be thankful that at 
least some of the US regional banks remain 
strong; but for some of the money-centre 
banks, a period of restructuring and re- 
organisation almost certainly lies ahead. 

There is no sign of the shift in opinion in 
Washington that would be necessary for the 
deficits to be taken in hand. The problems 
have been with us for a long time, have be- 
come familiar, and have not so far resulted 
in disaster. The. natural temptation is to 
think they can be allowed to carry on. 

But the US is already the world's largest 
debtor nation and the balance is rising fast. I 
am amazed that some of the world's most 
able businessmen do not insist that action be 
taken. 

The world's financial. system has a habit 
of surprising us. It did so in October 1987. It 
did so again in October 1989, in a very differ- 

ent way. The existence over a long period of 
the kinds of imbalances represented by the 
US deficits will, at the very least, lead to 


It would be better to have 200 
strong, well-managed financial 
entities in the US rather than the 
14,000-plus financial 
institutions, as at present. 


greater uncertainty (and therefore volatility) 
in exchange rates and interest rates. That 
uncertainty makes international trade and 
investment more risky. It slows both their 
growth and that of the world economy. 

The most obvious step to take is to speed 
up the reduction in the US budget deficit. 
One does not need to be a lip reader to con- 
dude that this should include increasing 
taxes as well as reducing expenditure. The 
present policy of trying to control expendi- 
ture growth while waiting for economic 
growth to increase revenue is too slow and 
therefore too risky. Meanwhile, adjust- 
ments to the tax system aimed at encourag- 
ing saving rather than borrowing would be 
helpful. They would allow more of the def- 
icit to be financed domestically and would 
reduce the relatively high cost of US capital. 

There is also clearly a need to reduce the 
risk of failure of individual US financial in- 
stitutions and the risk of instability in the 
overall system. The present fragility poses 
too high a risk of serious disruptions, the ef- 
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fects of which would spill over into the US 
economy, and perhaps beyond. 

The increased speed, volume and com- 
plexity of financial transactions and inter- 
connections between financial markets and 
institutions have clearly increased the risks 
both to individual institutions and to the sys- 
tem as a whole. There needs to be greater 
recognition that in these circumstances it is 
increasingly obsolete to insist, as is still done 
in the US and, indeed, Japan, on an artificial 
segmentation of institutions and markets. 

Over the past couple of decades there 
has been a marked shift in economic man- 
agement. Less and less reliance is placed on 
direct controls; more use is made of interest 
rates and exchange rates as instruments of 
monetary policy. These are price signals that 
jump instantaneously from one market to 
the next, and each of those financial markets 
increasingly resembles its neighbour. 

So the banking and other financial in- 
stitutions and markets of the world make 
up, not an integrated structure, but an in- 
creasingly interdependent lattice of relation- 
ships. In simple terms, the world's financial 
system is not yet quite like a single piece of 
knitting which can be unravelled by pulling 
on one strand; but it is like a patchwork 
which can tear in several directions when a. 
strain is placed upon it. 


his so-called systemic risk means 

that the weaknesses of banks and 

financial institutions in the US area 

legitimate concern for the rest of 
the world. It would be better to have 200 
really strong, well-managed financial en- 
tities in the US rather than the 14,000-plus 
banks and the myriad of other non-bank fi- 
nancial institutions, as at present. 

Another major force that dominates the 
world financial outlook is Japan's trade 
surplus. Japan must recognise that its newly 
achieved economic and financial strength 
brings with it a need to show a greater com- 
mitment to its responsibilities towards the 
world economic community. It needs to 
abandon what appears to be a siege mental- 
ity, based on a belief that its current eco- 
nomic success could be transitory and that 
therefore its defences against external eco- 
nomic threats must be kept in place. 

Some steps have been taken in this direc- 
tion but more needs to be done. Predatory 
trading practices by Japanese enterprises in 
overseas markets, while Japan keeps its own . 
markets largely closed by overt or covert bar- 
riers, will not be tolerated indefinitely by the 
rest of the world. There is a serious risk of re- 
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taliation. If that happens, both sides will suf- 
fer. On the other hand, if Japanese markets 
are opened up further, the Japanese con- 
sumer should be the beneficiary. 

There is of course also a political dimen- 
sion to this. Japan's immense trade surplus 
is one clear sign of its great economic power. 
It is probably true to say that Japan's eco- 
nomic strength has not yet been reflected in 
its position in the world, for example in in- 
ternational organisations. Such an imba- 
lance between economic and political influ- 
ence is rarely healthy, and rapid progress 
should be made in correcting it. 

Japans huge and persistent trade 
surplus has had, and will continue to have, 
important financial consequences. In à very 
short time, Japan has become the world's 
major exporter of capital. Even the rumour 


of an investment decision by major Japanese 
financial institutions is enough to move the 
securities markets of the world. Japanese di- 
rect investment overseas is transforming the 
industrial structures of North America, 
Europe and, increasingly, Asia. 

The dramatic rise in the value of the yen 
has ensured that every one of the world's 10 
largest banks is now Japanese. Ten years 
ago only one of the 10 largest was Japanese. 
Not only are these banks very large in terms 
of assets; they have succeeded, thanks to a 
strong stockmarket, in a very short time, in 
raising new equity — not an easy thing for 
most non-Japanese banks. It seems that the 
ability of a company to choose its banker is 
important. I think there is a risk that, as a re- 
sult of over-competitive pricing and capital 
shortage, the choice open to big business 
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Bangladesh irrigation schemes net record harvest 





Bread-bas 





By Alan Lindquist in Dhaka 
F or the first time in its 18-year exist- 








ence, Bangladesh is in sight of food 

self-sufficiency, and of throwing off 
the "basket case" label that Henny Kissinger 
gave it at its birth. 

After a year of natural disasters, starting 
in August-September 1988 with the worst 
floods in 40 years, followed by a cyclone in 
late November 1988, and a drought in 
March and April 1989, Bangladesh has man- 
aged to grow a record 16.57 million tonnes of 
grain in 1988-89. 

There has so far been no significant 
flooding this rainy season, so Bangladesh 
could be heading rapidly towards food self- 
sufficiency for the first time — experts be- 
lieve this could be attained within one to 
three years, if current trends continue. 

Good harvests often follow disastrous 
floods, as farmers work hard to make good 
their losses, and the soil retains moisture 
which plants draw on. But in this case, the 
figures reflect the success of the dry season 
crop. Ten years ago, the dry season yielded 
only about 2 million tonnes of grain — this 
year's harvest was 5.7 million tonnes. 

Traditionally, rice is grown in the wet 
season, with the land left fallow during the 
dry months. However, during the wet sea- 
son the soil soaks up masses of water, which 
subsequently forms giant underground re- 
servoirs. The result is that Bangladesh and 
India have some of the world's best ground- 
water resources. 

The good dry season harvest is mainly 
the result of the rapid proliferation of shal- 
low tubewells, which pump water from un- 
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ket case 


derground aquifers to the crops during the 
dry season. 

According to a survey by the Canadian- 
funded Agriculture Sector Team, which as- 
sists the Bangladesh's Ministry of Agricul- 
ture, there were 223,184 mechanically pow- 
ered shallow tubewell pumps operating in 
1989 — 21.8% more than the previous year. 
These shallow tubewells can irrigate 5-6 ha 
under the best conditions, but average 
about 4 ha. More irrigation equipment will 
be installed in the coming dry season, so 





Harvest of hope. 


there will probably be another record har- 
vest in 1989-90. 

The Bangladesh Agriculture Develop- 
ment Corp. imports Japanese diesel engines 
(Kubota, Yanmar, and Mitsubishi) and sells 
them along with pumps for the subsidised 
price of Taka 34,800 (US$1,084). Bangladesh 
farmers, however, seem to prefer the 
cheaper Chinese-made diesel engines im- 
ported by private traders. Taka 20,000 can 
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may be mainly from one source in years to 
come. 

Whether such an imbalance of size and 
power in the world's banking sector is a mat- 
ter for concern will, I suspect, become clear 
only at some point in the future. It is legiti- 
mate to fear that, if most of the world's lead- 
ing banks are from a homogeneous group, 
and if that group should happen to succumb 
— as bankers sometimes do — to the same 
commercial misjudgment, rather like US 
banks over less-developed country debt, 
then the world may be faced with another 
crisis affecting its leading banks. The sys- 
temic risk to the world's financial institu- 
tions would then be a serious matter. L] 


William Purves is chairman of the Hongkong 
and Shanghai Banking Corp. 


buy the engines, Bangladesh-made pumps 
and the pvc for the well walls. 

This level of capital outlay is within reach 
of groups of farmers and some "rich pea- 
sants" who have more than a couple of hec- 
tares. Few of these surplus farmers, how- 
ever, have enough land to use all the water 
from a shallow tubewell, and need to sell 
water to smaller farmers. The end result has 
been a competitive water market. 

The Bangladesh Government has only 
recently stopped trying to restrict private ex- 
pansion of minor irrigation. In the wake of 
last year's serious floods, the government 
stopped taxing the import of 3-20-hp diesel 
engines, and lifted all restrictions on the 
types of engines that private traders can im- 
port for irrigation. In addition, restrictions 
on the siting of irrigation wells were lifted, 
except in coastal zones with saline ground- 
water. 

The survey also revealed that the 
number of low-lift pumps (LLPs), which lift 
surface water from rivers and canals, had 
risen 20.1% to 40,755. The LLPs can raise 
water from about 20-25 ft, and have a com- 
mand area of about 12 ha. 

Bangladesh also uses the deep tubewells, 
which lift larger quantities of water from fur- 
ther underground. But these are expensive, 
and so, like LLPs, they tend to be confined to 
the public sector. However, they are now 
being sold, with a hefty government sub- 
sidy, to farmers' cooperatives and other 
groups, and even to some individuals. 

Barring disasters, Bangladesh is not 
without resources. It has fertile alluvial soil, 
and a growing season that runs throughout 
the year. And it has water — both surface 
and groundwater. The Bangladesh National 
Water Plan, prepared during 1983-87, esti- 
mated that in March, at the peak of the dry 
season, the country had some 24 million m? 
of water available for agriculture. This is 
enough to irrigate 6.9 million ha — 
Bangladesh's total cultivable area is esti- 
mated at slightly more than 9 million ha, of 
which 7.56 million ha is irrigable. g 
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ECONOMIC MONITOR: MALAYSIA 





Growth estimates raised 


reasury forecasts in Malaysia's 27 mates are that manufacturing will contribute Singapore was third with M$779 million, 
October budget that the economy 26.6% of GDP next year, compared with ag- Britain fourth with M$632 million and the 
would grow 7.6% in 1989and 6.5% — riculture's 20.2%. Electronics accounts for US fifth with M$273 million. 


in 1990 are probably too conserva- — the largest share, followed by wood manu- Total foreign investment approvals rose 
tive. Most economists reckon that growth factures, chemicals, petroleum and tex- 85% to M$6.6 billion in the first nine months 
will total 8% this year, easing only slightly tiles. of this year. Local investment approvals fell 
next year, to not less than 7%. This year, however, foreign capital has 22% to M$2.8 billion in the same period. At 


The case for a higher increase rests on sharply overtaken local investment in least some foreign investment, though, is 
Malaysia’s flourishing manufacturing and manufacturing. That reflects the success of thought to be Malaysian capital returning in 
construction industries, and a surge in pri- Malaysia's incentive-based drive to attract disguise. 


vate consumer demand. Manufacturing At present, the benefit of foreign invest- 
output is nsing strongly, with official fore- ment in creating jobs and raising income is 
casts of 13% growth in 1989 and 10.5% in Approved manufacturing projects being emphasised. Unemployment of 7.9% 
1990. The construction industry should ex- 


and major capacity additions should help 
pand from 8.5% this year to 12.5% in keep inflation under 5%, Heavy infrastruc- 
1990, 


tural spending should further enhance 
Construction will gain from renewed pri- 


Malaysia’s cost competitiveness. 
vate-sector demand as well as from the gov- This suggests that economic growth of 
erment’s sharp increase in development 8% a year is sustainable in the early 1990s. 
spending next year. This will jump 39% Corporate earnings could grow 35% this 
from actual 1989 expenditure to M$9.3 bil- year and 20% in 1990, However, a sustained 
lion (US$3.45 billion) and reflects the gov- 


trend of weaker local investment could 
ernment's desire to complete projects in the create future political controversy over high 
last year of the Fifth Malaysia Plan. 


profit repatriation. 

A downturn in the semiconductor indus- Apart from terminating dual listings on 
try, in which Malaysia is now the world's the Kuala Lumpur and Singapore stock ex- 
largest exporter, may have prompted the changes, the budget was dull. Heavy deve- 
Treasury's more cautious stance. But this abe y ' "AA lopment spending in 1990 will raise the pub- 
loss should be partially offset by robust in- lic-sector deficit from 5.5% of GDP this year 
vestment in consumer electronics. The full foreign investors and changes to the New to 8.3% in 1990. Debt, however, will be 
benefit of the past three years’ surge in Economic Policy which allow companies funded internally and external national debt 
manufacturing investment also has still to that export 80% of output to be wholly for- continues to fall sharply from 54.8% of GDP 
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flow through. Commodity prices could re- eign owned. in 1988 to 46.4% this year. Monetary policy 
bound suddenly, while oil prices might be Japan remains Malaysia'slargest foreign is under control. Still, stronger imports 
firmer than expected. investor, with M$2 billion of approved in- might push the balance of payments into 


Manufacturing has taken over from the — vestment in the first nine months of 1989. deficit next year. This and the rising govern- 
traditional plantations sector as a more im- Taiwan is rapidly gaining ground, with ment deficit in boom times are anxiety 
portant component of GDP. Official esti- — M$1.7 billion approved in the same period. points to note. & Christopher Marchand 
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SOME 
MEETINGS 
ARE TOD 
IMPORTANT 

TO MISS. 


The conference started late and 
lasted longer than expected. It took 
ages to get a taxi. And someone im- 
portant is waiting on the other end 
of your journey. 





| 


But you aren't worried about being 
late. You know you can count on 
JAL's convenient schedules to get you 
there when you want to be. Our on: 
time performance record confirms it, 
and our exceptional service makes 
every moment a pleasure. And that 
makes all the difference. 


JAL 


Japan Airlines 


s a e 8 ! 81.78 BP B EL 


DUISBURG HAS BEEN THE RIGHT 
FROM THE START — AND THAT V 





CATION FOR US RIGHT 
\S 233 YEARS AGO." 





As a trading company at home 
on the world's markets, Haniel 
depends on a central location with 
optimum traffic and transport con- 
nections. Haniel set up shop in 
Duisburg back in 1756, and the group 
is still headquartered here today. 

Companies with an internation- 
al outlook find the right environ- 
ment here. Duisburg is a highly effi- 
cient hub for rail, road and water- 
way traffic. Duisburg has the world's 
largest inland port with state-of- art 
container terminals, a free trade 
zone and accessto the open sea 
via Rotterdam. And Duisburg is only 
a few minutes' drive down a high- 
speed autobahn from Düsseldorf's 
Rhein-Ruhr international airport. 

Obviously, companies doing 
business in Duisburg will be unique- 
ly positioned for successful busi- 
ness in the Single European Market 
- with nearly half the population 
of the European Community living 
within a radius of 500 km, Duis- 
burg is the threshold to a gigantic 
market comprising some 140 million 
consumers. 

For more information on what 
Duisburg can offer your company, 
please contact our Agency for 
Business Promotion: Gesellschaft für 
Wirtschaftsfórderung, 

Königstraße 63-65, 4100 Duisburg, 
West Germany. 

Phone (-203)283 2992. 

Fax (-203) 339099. 


@ DUISBURG 





DUISBURG ON THE RHINE. 
IN THE HEART OF EUROPE. 


The viewpoint of 

Prof. Dr. Hans G. Willers, 
Chairman of 

Franz Haniel & Cie, GmbH. 


This is the key that stands This is the key 
for the world's most to the world's finest 
treasured possession. banking services. 


For those who are aware of subtle yet valu- 
able distinctions in international banking, 
one name stands out: Swiss Bank Corpo- 


ration. We are the Swiss bank with the most 
It is the key to the Statue j ; 
ob dein i international experience - and the largest 


harbor, proudly holding a international network. At home in 34 countries 


torch that lights the way 
around the world and at work as members 
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to freedom. The colossal 


copper structure was of the major stock exchanges from Tokyo to 


"P desi by Frédéric- i 
f designed by Frédéric New York. International presence has to be 


Auguste Bartholdi and 


backed up by local competence. With ad- 


engineered by Gustave 


Eiffel. A gift from France vanced communications and information man- 


commemorating the U.S. : ay 
agement systems, Swiss Bank Corporation's 


centennial celebration 


in 1876, the statue was skilled specialists can give you personalized 





completed in Paris in 1884 7 - ` A : 

advice on financial matters in all main mar- 

and unveiled two years 

later in New York. kets. They are people you can communicate 
with — and trust. Just as you can trust a bank 
with over 100 years of experience, an ex- 
ceptionally sound capital base and a triple- 


A rating from the world's major agencies. 


Swiss Bank 
Schweizerischer Bankverein 
société de Banque Suisse 


GGK 


The key Swiss bank 


General Management in CH-4002 Basel, Aeschenplatz 6, and in CH-8022 Zurich, Paradeplatz 6. Worldwide network: Amsterdam, Atlanta, Bahrain, Bogotá, Bombay 
(Adviser), Buenos Aires, Cairo, Calabor (Adviser), Calgary, Caracas, Chicago, Dallas, Dublin, Edinburgh, Frankfurt, Grand Cayman, Guayaquil (Adviser), Hong Kong, 
Houston, Lima, London, Los Angeles, Luxembourg, Madrid, Manchester, Melbourne, Mexico, Miami, Monte Carlo, Montevideo, Montreal, Munich, Nossau, New York, 
Osaka, Panama, Paris, Rio de Janeiro San Francisco, Sào Paulo, Seoul, Singapore, St.Helier/ Jersey, Stuttgart, Sydney, Tehran, Tokyo, Toronto, Vancouver. 








ingapore's intention to create an 

over-the-counter (OTC) market in 

Asia-Pacific stocks is a brave re- 

sponse to the delisting of Malaysian 
shares from its stockmarket. The OTC market 
might even start with a flourish, but the 
Malaysian Government has ordered the 
split from a position of strength. Already 
trading volume is moving from Singapore to 
Kuala Lumpur. 

Singapore brokers hope to compete with 
an enhanced Kuala Lumpur bourse by trim- 
ming commissions. Given that most of its 
counters will come from across the Cause- 
way, the OTC market will really amount to 
officially approved grey trading in Malay- 
Sian shares. But Singapore brokers will no 
longer have to charge the Kuala Lumpur- 
_ prescribed 1% brokerage fee on each leg of 
trading. Commission on institutional busi- 
ness is certain to fall. 

One consequence will be a head-on clash 
with Hongkong brokers for institutional 
custom in regional stocks. The Hongkong 
stockmarket's post-4 June trauma has also 
prompted the territory's corporate, foreign- 
owned brokers to seek new business in 
Southeast Asia. Hongkong brokers are not 
bound by Malaysian rules, and already 
charge only 0.75% on the country's trades. 

Market logic dictates that Malaysian 
brokers must follow. Shroff predicts that it is 
merely a matter of time before the Kuala 
Lumpur exchange adopts lower commis- 
sions for large trades. 

The Malaysian Government, for its part, 
may have timed the split to burnish its pre- 
election nationalist credentials. But the 
splits implementation by 31 December will 
also spur Kuala Lumpur's modernisation. 

Apart from realistic commission pricing, 
the reform menu includes a central settle- 
ment and depositary system, adequate 
stock liquidity, aggressive marketing and 
better service. Many local brokers will prob- 
. ably prove incapable of change. Not for no- 
_ thing did Finance Minister Datuk Paduka 
| Daim Zainuddin say that a request for 10 
| more years of protection was a request for 
another decade of passivity. 

Chief beneficiaries will thus be the larger 
brokers who have planned for Malaysia's 
entry into the world stockbroking fraternity. 
Listed Rashid Hussain is the name on 
everyone's lips. Others could be the 51% 
Hong Leong-owned Zalik Securities and 
| TA Securities. 

f Smaller brokers are negotiating foreign 
marriages. K. N. Kenanga is throwing an 
early-December bash to celebrate its nuptials 
with the US life assurer John Hancock. 
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British broker Smith New Court is allying 
with Penang-based Island Traders, while 


Hongkong/'s First Pacific Securities will 


apply to buy 30% of Mohaiyani Securities. 

Singapore’s OCBC Securities is said to be 
sniffing around Halim Securities, and Bar- 
ing Securities, the British blue-blood, 
around MICB Securities. But Standard 
Chartered-owned Chintung is taking a long 
time to win clearance to buy into UMBC Sec- 
urities. 

Singapore brokers may not find much 
solace in a regional market. Hongkong brok- 
ers trade the territory's stocks on commis- 
sions as low as 0.25% on institutional sales. 
The Singapore Government will help by 
exempting dealing for non-residents from 
stamp duty, whereas the territory's govern- 
ment greedily swallows 0.3% on each leg of 
the deal. 

Given lower commissions and higher 
capital needs to finance regional ambitions, 
a wave of broker mergers and foreign al- 
liances is possible in Singapore. The thought 
is hardly comforting, as the record of most 
foreign-local joint ventures in Singapore is 
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poor. Only Morgan Grenfell Asia earns 
praise as a successful venture. But its senior 
management comprises not a single expat- 
riate on an exorbitant salary. 

In the end, the speed at which Malaysia 
can upgrade its securities markets will affect 
Singapore’s importance in this arena. 
Malaysia’s modernisation, though, is more 
than just a matter of liquidity, price and au- 
tomated trading. Good conduct is vital, an 
issue currently relevant with the sale of the 
Shahzan Tower, a Kuala Lumpur office 
complex nearing completion. 

Indonesian company Guthrie GTS says it 
has an option to buy the complex from the 
Pahang royal family for M$150 million 
(US$55.45 million). To help finance the pur- 
chase, Smith New Court arranged a place- 
ment of Guthrie GTS shares in Singapore. 
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However, a rival offer emerged for 
M$160 million, thought to be from Berjaya's 
Vincent Tan. Kuala Lumpur merchant 
bankers are said to be lobbying the govern- 
ment to ensure that the Guthrie GTS deal is 
honoured. If not, it could cause rethinking | 
by fund managers who currently see only | 
stars in Malaysia's investment firmament. 

u Christopher Marchand 


| 
Non-commissioned offers 


Jaded markets need new stimulants. And 
the HK$1 billion (US$128.2 million) converti- 
ble bond issue by Lai Sun Development | 
(LSD), the first of its kind in the Hongkong | 
market, may be ingenious. But ordinary | 
shareholders who are being offered rights to | 
it may be forgiven if they pass up their rights 
and leave it with underwriters, parent Lai 
Sun Garments and CEF Capital. 

Now there are no tax problems with 
them in Hongkong, convertibles ought to be 
an attractive way of locking in a reasonable 
yield (in this case better than a yen bond) 
while providing an equity kicker if things go 
right for the territory. Lsp thus has some 
superficial attractions. A modest conversion 
premium and the bond yield of 6.2576 
guaranteed by Mitsubishi Bank (which pre- 
sumably has taken a healthy fee and prime 
property as security) would be acceptable 
enough if there were strong prospects for 
the ordinaries. 

But the company is burdened with 
HK$1.2 billion in preference shares, 75% 
held by its parent, paying a 10% dividend 
and participating in ordinary share di- 
vidends as well. In the year to July, post-tax 
earnings fell 29% to HK$218 million. But 
after paying the preferences dividends, 
earnings per ordinary share fell by 6675. On 
the trading side, Hongkong property may 
yield cash but this year's acquisition of a 
sixth of loss-making Asia Television will be a 
drain. Even if the trading situation comes 
good, there is a long way to go before LSD or- 
dinaries, which lie at the bottom of a family 
corporate pyramid, will benefit. 

Earnings will gain from the lower cost of 
bond servicing than bank debt. But an 
enormous weight of warrants overhanging 
the market will drastically dilute any long- 
term earnings gains. LSD is now selling at 
HK$1.20 a share. That is 15 times last year's | 
earnings. Meanwhile, warrants to subscribe 
to a further 1.8 billion shares (against only 
1.2 billion ordinaries currently on issue) at 
HK$0.90 each are oustanding. If the conver- 
tible is a success it will be due more to 
novelty than value for money. There are bet- 
ter convertibles in the works. Wait for them. 

B Philip Bowring 


| 
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COMPANIES 





USI Far Fast presses ahead with Ph ilippine project 


Ihe plastics pioneer 


oldest petrochemical companies and 
one of its most actively foreign traded 
stocks, is doggedly pressing ahead with a 
U5$370 million petrochemical complex in 
the Philippines. 

The project is one of Taiwan's largest out- 
ward investments to date, and has been dri- 
ven through with considerable determina- 
tion by a USI management, led by chairman 
Antonio Chong, which is widely seen as ex- 
perienced and competent, if slightly conser- 
vative. 

Despite delays and huge cost escalations, 
the project remains attractive to USI because 
it will allow the company to expand and to 
improve its overall supply of raw materials, 
at a time when expansion in Taiwan has be- 
come difficult for environmental reasons, 
and the domestic supply of ethylene — a 
crucial input for USI — has become unreli- 
able. 

It also comes at a time when the com- 
pany’s profit margins are under strain be- 
cause of falling prices of imported 
polyethylene (PE) — one of the company’s 






. came a chief supplier of cheap toys and knick-knz 


_ The company started life in 1965 as a wholly 
sidiary of National Distillers and Chemical Corp. ( 
US, in Kaohsiung close to China Petroleum Co 








. Strong foreign backing and a position on the ground 
Taiwan plastics industry enabled ust to grow easily 


major products. Profits are expected to 


slump to NT$672 million (US$25.79 million), 


this year, compared with NT$1.4 billion last 
year. 

When the complex, to be sited at Batan- 
gas in Luzon province, is finally completed, 
it will also mark the end of 20 years of strug- 
gle by the Philippines to establish a domestic 
petrochemical industry. The project has 
been dogged for two years by bureaucratic 
hassles over foreign-exchange regulations, 
taxation and by political infighting over the 
location of the site (REVIEW, 17 Aug.). Those 
delays have sent costs soaring from a 1988 
estimate of US$220 million in 1988 to US$370 
million today, making it the largest private 
investment in the Philippines' history. The 
decision to expand the size of the complex 
also raised costs. 

The core of the complex will be a naphtha 
cracker which will supply 230,000 tonnes of 
ethylene and 110,000 tonnes of propylene to 
downstream units. These units will have an 
annual output of up to 140,000 tonnes of 
PE, and up to 110,000 tonnes of poly- 
propylene respectively. The plant will have 
a surplus capacity of ethylene of some 
80,000 tonnes a year. 

Since ethylene is expensive to transport, 
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said president Thomas Hsi, on present price 
trends it makes more economic sense to sell 
the surplus ethylene in the Philippines than 
to try and integrate with USI’s units in 
Taiwan. 

In the original plan, ust and another 
Taiwan company, China General Plastics 
(CGP), were to take 60% and 40% respec- 
tively of 9076 of the investment, with the 
Philippines National Oil Co. (PNOC) taking 
the remaining 10%. However, in September 
CGP pulled out of the deal discouraged by 
the slow progress and preferring to concen- 
trate on other projects in Malaysia and the 
US. 

USL however, is confidently predicting 
handsome and fast returns. "We realise the 
[political] risks," said Chris Lin, executive 
vice-president. "But even if the next presi- 
dent is not Aquino — they will still need pet- 
rochemicals. Unless the communists take 
over, there should be no problems." 


St itself amassed huge profits as 
I | one of only two Taiwan suppliers of 

w each of the PE resins it makes, 
high- and low-density PE. As Taiwan's 
economy boomed and demand surged for 
plastic shoes and toys, Usi grew quickly. 
It hopes to repeat that cycle in the Philip- 
pines. 

It is also hoping to see its investment 
returned within two-and-a-half years of 
the project's completion in 1993. It pro- 
jects net profits of NT$393.8 million in 
the first year of the plant's operation, rising 
to more than NT$750 million in subsequent 
years. 


former shareholders in UPC — Solvay (4%), a Belgian company, - 
nd Owen Illinois (3%) of the US. ee UN 
. Finally, in 1982, Shing Lee Enterprises — a Hongkong regis- 
. fered company controlled by members of Usi's management — 
ing Lee's ov p, but Taipei sources say chairman Antonio — 
his family control the lion's share. = | a 


ig shares, Uslis tight-lipped about 








well as its venture into the Philippines, the company is re- 





-structuring its Taiwan operations. In October, it opened a plant 
|. with an annual capacity of 120,000 tonnes to produce HDPE and 
- linear low density polyethylene — a low-cost replacement for 
LDPE — using technology from Union Carbide. NB ob 
. the past, but recent diversifications include stakes in Taiwan 
.. Semiconductor Manufacturing Corp., in Han Tech Venture Cap- 
.. ital Corp., and Li eguard Pharmaceuticals Inc. It also owns 60% 
.. of Swanson Plastics Corp., a plastic films manufacturer which 
, uses its resins, as well as 60% of Chong Loong, a local trading 
rp. company which US! uses to import PE whensupplyisshort. . 
~~ In 1987, Jardine Fleming bought Owen Illinois’ 3% stake, and 
C's - most actively foreign traded stocks — the Taiwan stockmarket is _ 
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usi officials will not say 
exactly what economic factors 
and assumptions underpin 
their targets, but Patrick 
Hwang, financial vice-presi- 
dent, said the Philippines' pre- 
sent growth rate of around 5% 
should generate more than 
enough demand to meet their 
goals. 

“Consumption of plastic is 
directly linked to economic 
growth,” he said. “If the Philip- 
pine Government wants to ex- 
pand growth through exports, 
they have to have a petrochemical industry, 
otherwise it will all be controlled by foreign 
suppliers.” Also, he said, with a population 
three times Taiwan's there was plenty of 
room for plastic consumption to grow. "In 
such a high risk country you've got to get 
your money back fast," he added. 

Underlining the political importance of 
the plant to the Philippines, usi has agreed 
with the Philippine Government to sell 30% 
of the stock in the complex to Philippine 
owners after five years. 

And despite continued Philippines poli- 
tical bickering, being the first in the industry 
should yield advantages in market share 
and in forging a close relationship with the 
government. 

There are other attractions for USI includ- 
ing expanding its market and stabilising its 
supply of ethylene, which is currently con- 
trolled in Taiwan by the state oil company, 
Chinese Petroleurn Corp. (CPC). 

Expansion within Taiwan is constrained 
by a growing and popular environmental 
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movement which has held up the country’s 
planned fifth and sixth naphtha crackers, 
among other projects. In addition, stricter 
environmental regulations have increased 
construction costs. But Hsi says the com- 
pany is still hopeful the government's plan- 
ned fifth naphtha cracker will eventually be 
built. 

The Philippines complex will have about 
70,000 tonnes more capacity than USI's 
domestic plant, which can produce 260,000 
tonnes. Other Taiwan plastics companies, 
such as Formosa Plastics Group and CGP, are 
also expanding overseas. 

Forty five percent of the US$370 million 
investment will be paid for in equity, with 
the rest being debt contracted by the new 
Philippines company Luzon Petrochemical 
Corp. (LPC). The exact structure of the equity 
holdings has not been finalised, but Usi and 
its principal shareholder, Shing Lee Enter- 
prises of Hongkong, will split 50-60% be- 
tween them. PNOC, the International Fi- 
nance Corp. (IFC), and the Asian Develop- 


Tokyo's interest grows in asset-backed securities 


Japan’s paper walls 


S-style securitisation of assets is still 

an infant industry in Japan. But the 

anticipated announcement of a new 
joint venture between Goldman Sachs & 
Co. and Daiwa Securities to market US real 
estate-based securities to Japanese retail in- 
vestors indicates that interest in the practice 
is mounting. 
. It also suggests that eventually the pac- 
kaging for sale of Japanese real estate-based 
securities will take place. Several Japanese fi- 
nancial institutions, including trust banks, 
long-term credit banks and securities 
houses, are in discussion with the Ministry 
of Finance (Mor) about offering such pro- 
ducts to the public. 
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Little immediate progress can be ex- 
pected from these talks, said bankers and 
analysts, as the MoF weighs the pros and 
cons of allowing various types of financial 
institutions the right to create and deal in 
these new types of securities. 

In the US, the trading of asset and 
mortgage-backed securities has grown over 
the past decade into a US$90 billion a year 
business, and a particularly profitable one 
for major brokerages such as Salomon 
Brothers and Goldman Sachs. 

While the market was originally an in- 
stitutional one, the concept of unbundling 
financing from an underlying asset and then 
selling it as a separate, tradable product has 
become so well accepted that US retail in- 
vestors are now taking part. 

This is particularly true where real estate- 
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ment Bank (ADB), are each likely 
to take 1075. 

The remaining 10-20% is to 

be taken by other Taiwanese in- 
vestors, and USI claims these 
shares are oversubscribed al- 
ready. 
USI will raise the NT$1.08-1.3 
billion for its portion, through a 
rights issue next February, 
when construction is sche- 
duled to begin. The company 
will issue 30 million new shares 
at NT$50 a share, to raise 
NT$1.5 billion — more than 
enough tocoverits equity stakein the project. 
With its stock currently trading at a p/e of 36, 
equity financing is a relatively cheap option. 

USI executives say the Philippine Govern- 
ment will also allow Usi to take advantage of 
the central bank's debt-equity swap window 
to help lower the cost of the total invest- 
ment. 

LPC's debt portion — to be arranged 
through the IFC and the ADB — is the major 
problem still holding up the project, said USI 
executive vice-president Chris Lin. 

Executives have not said at what rate pro- 
fits will be repatriated to Taiwan, but the 
company won the concession from the 
Philippine Government that the central 
bank would guarantee availability of foreign 
exchange for conversion to US dollars. Usi 
says some of its earnings are likely to remain 
in the Philippines for future expansion of the 
complex. The other major sticking point was 
the dropping of a 48% excise tax on naphtha 
which was finally agreed by the Philippine 
Government. a 


based securities are concemed. Real estate 
investment trusts (REITs) and ownership in- 
terests in participating mortgages have, over 
the past five years, become popular not only 
on Wall Street but also on Main Street. 
These products carry both the prospect of 
zood returns and tax advantages for the in- 
vestor. For the issuer, they are a convenient 
way to share risk and cost. 

While Japanese financial institutions 
have become willing investors in such pro- 
ducts and have even begun securitising US 
assets ranging from car loans to Federal Na- 
tional Mortgage Association securities, they 
have been slow to adopt them for their 
home market. The reason for this, according 
to Moody’s Investors Services analyst An- 
drew Kimball, is that the packaging of Ja- 
panese assets into tradable securities faces 
a myriad of definitional, legal and regulatory 
problems. 

“The concept of a non-recourse transac- 
tion, implicit in much US-style structured 
financing, in which repayment is derived 
from a portfolio of assets isolated from the 
originator's balance sheet, has not been em- 
braced in Japan," said Kimball. 

Nongtheless, predicts Moody's, a market 
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for such products in Japan could be up and 
running by the early 1990s, with consumer 
loans, leveraged buyout debt and, for the re- 
tail market, commercial mortgages the most 
likely candidates for resale as securitised 
paper. 

The foray by Daiwa into this market, as 
well as an earlier link-up between Nomura 
Securities and New York's Eastdil Realty, is 
a first step in this process. Nomura and 
Eastdil formed a joint venture earlier this 
year to sell interests in a participating mort- 
gage on the former J. C. Penney headquar- 
ters building in New York. The success of 
this venture apparently helped spur Daiwa 
to join with Goldman. 

Goldman is a natural partner for a Japan- 
ese firm seeking expertise in asset-based sec- 
uritisation. The New York-based firm is 
perhaps the biggest and most powerful 
generator of real estate mortgage deals in the 
US, particularly large-scale transactions. 
Further, Sumitomo Bank has a small stake in 
the firm and Daiwa often acts as a broker for 
Sumitomo Group companies. 


hile big institutional buyers have 
M inis Japan's penchant for 

US property so far, Goldman 
plans to aim its portfolio at Daiwa's vast re- 
tail client base. It hopes to raise capital at a 
time when Wall Street's basic equity and 
fixed-income business is sluggish and to en- 
hance its reputation in Tokyo. 

The type of securities that the joint ven- 
ture will offer has not yet been determined, 
but options include selling ownership in- 
terests in participating mortgages, REITs, 
convertible mortgages and limited partner- 
ships. Also uncertain is the size of the syndi- 
cates and the specific projects involved. For 
the time being, the two firms are also staying 
silent on the capitalisation of the joint ven- 
ture. 
Besides a hazy legal and regulatory 
framework, a major impediment to adop- 
tion of these techniques in Japan is the turf 
battle being waged among Japanese finan- 
cial institutions. The MoF is unlikely to ap- 
prove any one local deal until it sets out 
guidelines delineating which institutions 
can offer what types of asset-backed sec- 
urities. And that is unlikely to take place 
until Article 65 of Japan's Securities and Ex- 
change Law, which strictly separates the 
functions of banks and securities houses, is 

This is the dilemma currently facing 
one Japanese trust bank which plans to 
offer REIT units on a Japan Railways property 
to individual investors. Sources at the 
institution told the REVIEW that securi- 
ties houses have objected to the plan on 
the grounds that only they were allowed to 
distribute securities. "We are seeking a 
definition that will establish a certain type of 
in-between security" which is not the sole 
domain of the brokerages, explained one 
banker. e " 





COMPANIES 


Elders puts half its finance arm up for sale 


Half a bank job 


By Janine Perrett in Sydney 


sess 


Iders IXL, the beleaguered Australian 

brewing giant, plans to sell 50% of El- 

ders Finance Group, its international 
finance arm, in a deal estimated to be worth 
about A$500 million (US$392 million). 

Elders Finance chief executive Ken Jarrett 
said on 20 November that the group was 
seeking a partner to buy a half share of the fi- 
nance arm so that its operations could be 
separated from the parent company’s ba- 
lance-sheet. However, Jarrett denied reports 
that the entire finance group was up for sale. 

But he confirmed earlier statements by 
several Elders executives that 
the group planned to curtail 
the finance division's Austra- 
lian lending operations and 
to merge all finance activities 
with the investment divi- 
sion. A 50% partner would 
then be sought for the result- 
ing investment bank. 

Elders Finance is one of 
Australia’s largest merchant 
banks, with assets of A$6 bil- 
lion. Highly profitable until 
18 months ago, the company 
took an A$22 million write- 
off on bad loans in the year 
ended June. More non-per- 
forming loans are expected to 
emerge in the current period 
as several over-geared corporations fall 
prey to high interest rates. In the 1989 
fiscal year, Elders’ Australian operations 
made a pre-tax loss of A$28 million com- 
pared with a profit of A$24 million the pre- 
vious year. 

The move comes as the parent company 
attempts major asset sales in the wake of its 
recent A$5.5 billion management takeover. 
Harlin Pty Ltd, a company owned by senior 
Elders executives, including executive chair- 
man John Elliott, acquired 50% of Elders IXL 
two months ago and recently embarked on a 
string of asset sales to reduce the group's 
A$1.9 billion debt burden. 

Two weeks ago credit ratings agency 
Australian Ratings downgraded the parent 
company's long-term unsecured debt from 
A minus to BB because of concern that the 
management buyout had weakened its fi- 
nancial position. 

Jarrett confirmed that while the Elders Fi- 
nance restructuring had been planned since 
July, it had been given a "new sense of 
urgency" by the downgrading. 

US investment bank Merrill Lynch has 
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Elliott: restructuring. 


been appointed to find a partner for Elders 
Finance. It is believed that the most likely 
type of buyer will be a large overseas institu- 
tion seeking to increase its presence in Aus- 
tralia. The big West German commercial 
bank Dresdner Bank, which already has 
dose links with Elders Finance, has 
emerged as an early favourite. 

Analysts said Elders is believed to have 
been searching for a buyer for half of its 
finance arm for six months. Australian 
banking sources said Elders would be pre- 
pared to sell control of Elders Finance for 
about book value, which at 30 June was al- 
most A$480 million. 

Elders is believed to have 

: been offered A$800 million 
* for the finance arm about a 
f year ago by the giant Japan- 
ese bank, Industrial Bank of 

Japan. 


Jonathan Friedland writes 
from Hongkong: While rela- 
tively modest in size, Elders 
Finance Group's Asian oper- 
ations appear to be an attrac- 
tive lure for potential buyers. 
Elders Finance Asia has a 
broad geographical presence 
and a good mix of business- 
es. Most of its units have con- 
sistently made money and in 
1989, they contributed the 
lion's share of overall graup profits. 

Made up of a Hongkong stock and fu- 
tures broking arm, a small Singapore-based 
merchant bank, a Thai leasing company, 
and a Japanese joint venture with Yasuda 
Trust and Banking engaged in corporate fi- 
nance, Asian operations contributed A$63 
million to Elders’ 1989 pre-tax profits of A$81 
million. 

Elders Finance also has a presence in In- 
donesia, Malaysia, Philippines, Taiwan and 
South Korea and a 5% stake in Madras- 
based merchant bank called South Asian Fi- 
nancial Exchange Ltd. Most of these offices 
do corporate finance work and provide re- 
search for Australian stockbroker Elders, 
Roach, Tilley, Grice. 

Emphasis has recently turned to building 
up the group real estate arm since the 75% 
acquisition in October 1988 of property 
broker Allied Equity. Renamed Elders Prop- 
erties Asia, the company announced plans 
in April to set up nine offices throughout 
Asia in a bid to capture the business of weal- 
thy individuals and corporations interested 
in Australian real estate. 
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BRIEFING 


Australia's Quintex group 

is put into receivership 

» Australian tourism and media group 
Quintex Australia has been placed in 
statutory receivership with debts estimated 
at A$2.1 billion (US$1.65 billion) after 
pressure from bankers. Assets of Quintex, 
40% owned by former financial journalist 
Christopher Skase, include Australia's two 
top resorts, the Mirage in Port Douglas and 
Surfers Paradise, as well as Princeville resort 
in Hawaii. The Japanese groups Mitsui and 
Nippon Shipan, which own 49% of the 
resorts, are expected to buy out the rest. 
Quintex also owns the Channel-7 
commercial television network. The move 
comes less than two months after Quintex 
tried to acquire Hollywood's MGM-UA 
movie studio for US$1.5 billion. After being 
trumped by Rupert Murdoch, the group 
countered with a higher offer, but was 
unable to pay the US$50 million deposit, 
precipitating the group's collapse. 


Thailand lifts ban on 

strategic sales to Laos 

P Marking the improving diplomatic and 
commercial relations between the two 
countries, the Thai Government has lifted a 
ban on trading 29 "strategic goods" with 
Laos. Items include chemicals, military 
communications and transport equipment 
such as radio transmitters, flight simulators, 
jeeps, trucks, aircraft and helicopters. 


Bond Corp. suspended by the 
Australian Stock Exchange 

> After months of threats, the beleaguered 
- Bond Corp. was finally suspended by the 
Australian Stock Exchange for failure to 
lodge its annual report. The disciplinary 
action also covered Bond subsidiary Bell 
Resources. The suspension on 22 
November coincided with Moody's 
downgrading of Bond Brewing Holdings 
subordinated debt to Caa, from B-3. 


Big commercial loan for 
Malaysia’s toll-road 

> The largest-ever commercial loan 
package for a Malaysian borrower was 
announced on 21 November. Loans worth 
M$2.53 billion (US$935.3 million) will be 
provided to Projek Lebuhraya Utara- 
Selantan (Plus) by 45 banks over the 

next 15 years for the completion and 
operation of Malaysia's 800-km North- 
South Expressway. The M$5 billion 
toll-road is scheduled for completion in 
1995. Of the total; M$2.07 billion will be 
provided immediately with the remainder 
asa standby facility. Four Malaysian banks 
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will provide M$1.16 billion while the 
Hongkong and Shanghai Banking Corp., 
the major foreign lender, will provide 
M$132 million. 


South Korea postpones 

KHIC's privatisation 

> The privatisation of South Korea's giant 
Korea Heavy Industries Corp. (KHIC) was 
postponed after only one bidder showed up 
at the auction on 17 November. Both 
Hyundai and Samsung were expected to 
bid, but Samsung representatives did not 
appear. The government had said at least 
two companies must bid if the sale was to 
go through. Samsung reportedly was less 
interested in acquiring KHIC than it was in 
seeing that arch-rival Hyundai did not buy 
the capital-equipment manufacturer. 


Industry 
Trade 
Construction 
Transport 
 Other*. 





Bank of China to help 
ailing joint ventures 


-P The Bank of China has pledged to help 


Sino-foreign joint ventures affected by 
Peking’s austerity programme and will 
extend Rmb 400 million (US$107 million) 

in loans to the ventures during the next five 
months, the China Daily reported. The loans 
are for capital construction and the 
expansion of hundreds of joint ventures. 
Among those which will benefit are the 
Guangzhou Peugeot Automobile Co., 
Beijing Jeep Co., Guangzhou Pearl River 
Tunnel Co. and Tianjin United Tire and 
Rubber International Co. 


Thailand to raise 

imports of cement 

P The Thai cabinet has approved the 
import of 2.1 million tonnes of cement in 
1990 and 3.4 million tonnes the following. 
year to offset a shortage of local capacity | 
brought on by the current construction 
boom. Import duties will be waived, but 
consumers will be hit with a 2.5% price rise. 
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Foreign oils firms win 

more contracts in Burma 

> Managing director of Burma's state- 
owned Myanmar Oil and Gas Enterprise, U 
Aung Min, told foreign oil firms there were 
lucractive opportunities for local and 
foreign firms in developing the country's 
petroleum resources. He made the 
statement at the sixth contract-signing 
ceremony since October when South 
Korea's Yukong company won the first 
onshore oil production-sharing mining 
contract. Other foreign firms to have won 
contracts are: Shell Exploration, Idemitsu of 
Japan, Petro-Canada, and Amoco and 
Unocal of the US. 


Japan refuses to lift 
ban on rice imports 
> Japan reiterated its refusal to liberalise 


3$ rice imports at a 24-nation ministerial 


conference held in Tokyo to promote 
progress in the Gatt Uruguay Round. 
Japanese Minister of Agriculture Michihiko 
Kano said that banning rice imports was 
necessary to protect food security. 
Opposition from Japan and the EC 
prevented the conference from reaching 
agreement on a US proposal to end 
farm-import restrictions and production 
subsidies in 10 years. 


French bank forms an 
Indonesian joint venture 

> France's Credit Lyonnais is the first 
European bank to set up a joint venture in 
Indonesia, under new regulations allowing 
in more foreign banks announced last year. 
It has teamed up with Bank Internasional 
Indonesia (Bil), owned by the Sinar Mas 
group, with whom it has had a decade- 
long relationship. Credit Lyonnais owns 
8595 of the new bank and provided paid-up 
capital of US$28 million, and Bi a 15% 
stake. Credit Lyonnais already owns a 
large leasing company in Indonesia and 
acts as adviser to several petroleum 
consortia. 


New Malavsian contracts 

for petrochemical projects 

> The Malaysian Government has 
awarded two petrochemical projects worth 
a total M$1.96 billion (US$724.6 million), to a 
consortium of four companies comprising, 
the state-owned Petronas, British 
Petroleum, Mitsui and Idemitsu 
Petrochemical. The two projects’ equity 
structure has still to be finalised. But 
Petronas wants to acquire a majority stake 
in the ethylene venture and a minority 
holdingin the polyethylene project. 
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STOCKMARKETS 






a a a Tokyo ticks higher u u w foreign investors fire new Bangkok surge DNE A 
a a a Kuala Lumpur bursts into life a a a Bombay bursts into flames u u a no respite 
for weary Seoul in period ending 21 November auu 


Shares edged, rather than bounded, to 
new peaks. Interest rates appear to have 
reached the top and the political changes 
in Eastern Europe are helping the trading 
companies which have shown strong 
profits growth. Marubeni rose ¥44 to _ 
¥977 and Toyo Tyre & Rubber gained 
¥220 to ¥1,870. Daily turnover averaged 
936m shares worth ¥1.5t (Us$10.39b). 


In the absence of market-shifting 
economic or political news, traders 
mainly reacted to corporate news and 
gossip. Rumours that property blue-chip 
Cheung Kong Holdings is about to 
restructure boosted the stock, which 
ended 15 HK cents higher at HK$9.55. 
Daily volume averaged 535m shares, 
worth HK$895.5m (Us$114.8m). 


Hongkong 





A generally flat market was enlivened by 
interest in low-priced Malaysian 
plantation counters. Sesdaq stocks 
benefited from speculation that Sesdaq 
may be merged into the main board. 
Hind Hotels surged 20s cents to $1.49 on 
bid rumours. Daily turnover averaged 
44.40m shares, worth $$92.22m 
(US$41.1m). 


Singapore 


| In the liveliest trading since the mini- 
crash, the market rose, with the index 
gaining 1.6%. Daily turnover swelled 
62% to 36.92m shares, worth M$63.67m 
(US$23.5m). Bid speculation forced up 


8M cents to M$1.04, while Kesang Corp. 
with rights to mine gold in the 
Philippines, surged 27 M cents to M$1.64. 





Cash flowed into the market, much of it 
originating from foreign investors, and 
the index rocketed 7%. Building materials 
were still the focus, and Siam Ci 

Cement rose Baht 1,180 to Baht 5,356. But 
the speculative euphoria even hit a couple 
banks — Thai Danu Bank jumped Baht 70 
to Baht 483. Turnover averaged a heavy 
Baht 2.8b (Us$108.3m) daily. 


Bangkok 





With the threat of war in Mindanao 
receding, at least for the time being, the 
market surged starting 20 Nov., with 
commercial-industrials even piercing 
the 2,000 point mark. San Miguel A 
jumped P7.50 to P96, and Benguet 
Corp. B gained P3.50 to R61. Daily 
turnover averaged 2.5b shares worth 
P291m (U6$13.8m). 
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The market slogged through another 
dreary weak, with volume and prices 
dropping, as investors had second 
thoughts about market stimulation 
measures. All sectors fell but insurance, 
which dropped 6.6%, and securities, 
which tumbled 5.8%, were hit hardest. 
Daily volume averaged 8.5m shares 
worth Won 211b (Us$314.9m). 


Seoul 





| 
| 
| 


Lack of news combined with peaking 
prices to give the market an excuse to 
consolidate. Investor uncertainty was — ] 
spurred by heavy selling in large- ; 
capitalisation issues like cement and 
banks. Daily turnover averaged | 
NT$131.68b (Us$5.07b). Universal Cement 
fell NT$11.5 to NT$135. Taiwan d 
Polypropylene fell from NT$170 to NT$151: 









. Prices followed overseas markets down’ 
slowly. Activity was focused on corporat- 
activities. Turnover rose to 989.91m : 
shares worth A$1.865b (Us$1.46b), : 
swelled by Adsteam's takeover of IEL and. 
share placements by Santos and * 
77777 Newmont. Gold stocks followed bullion. - 
^ higher. WMC gained 12 A cents to A$6.32, 
while Adsteam rose 36 A cents to A$7.56. 


The market hardly budged all week. ; 
Falling bond rates towards the end of the 
period helped keep the market from ` 
following depressing leads from London, 
New York and Australia. Fletcher g: 
Challenge fell 9 Nz cents to Nz$4.40, while 
Brierley Investments gained 1 NZ cent to . 
NZ$2.14. Volume totalled 43.15m shares 
worth NZ$78.14m (Us$46.1m). 


ONNAN TAARTEN AIONA Unt tH NIST MITPLAAH IH NEREA inanan erri m erret rera a e rrt Meta at A er m Arr 


A minor fire in the stock exchange | 
building closed the market for all but two ` 
days. However, the BSE Index hovered . 
around the 710 level. Institutions f 
continued to extend massive support  - 
prior to the general elections. Speculator : 
remained sidelined, while long-term 
investors avoided the market. Tisco 
inched down Rs 0.25 to Rs 112 (Us$6.69), 


€——— RM 


September's trade deficit narrowed more 

than expected, but investorstookitasa  : 
sign of economic sluggishness rather thar- 
recovery. Announced cutbacks in federal 

defence spending triggered a selloffin — 
defence stocks, but did little to cheerthe 
bond markets. The Dow Jones Industrial 
Average closed slightly higher. Volume 
totalled 730m shares. E 
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The University of 
Sydney, Australia 



























LECTURER/SENIOR. _ 


in International Politics. 
Department of Government and Public 
Administration 

Applications are sought from suitably qualified 
persons with a primary interest in the field of 
international politics. The area of specialisation 
within the field is open. The appointee will be 
expected to teach courses in international politics 
from introductory to postgraduate level, and would 
also contribute to the Department's introductory 
courses in politics. Normal teaching load is one 
lecture course or two seminars per semester. The 
position may lead to tenure after a probationary period 
of three years. A completed PhD is preferred. For 
appointment at the senior lecturer level, applicants 
will be expected to have substantial publication 
records. The Department, with 24 full-time faculty, 
is the largest in Australia and has substantial post- 
graduate programs at the Master's and PhD levels. 
Further information from the Department, 
Fax: + 612 552 3105. | 

Salary: Senior Lecturer A$41,459-A$48,086 p.a. 

Lecturer A$31,259-A$40,622 p.a. 


Applications, quoting reference no. 44/18, including 
curriculum vitae, list of publications and the names, 
addresses and fax nos. of three referees, to the 
Registrar, Staff Office, University of Sydney, NSW 
2006 Australia. Fax: + 612 692 4316. 





Closing: 31 January, 1989. 
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| UNITED STATES IMMIGRATION 
. Obtain US Immigration via investments, intra-company transfers, 
"employment, etc. All matters personally handled by licensed US At- 
torney. Representation available also for immigration to other coun- 
JCERres. FREQUENT TRIPS TO HONG KONG, TAIWAN and sur- 
rounding areas. 
^; "Contact: Edward P. Gallagher, Attorney-at-Law, 
; P.O. Box 70302, Washington, D.C. 20088 (USA) 
FAX: (301) 983-3439; Telephone: (301) 986-9303 
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CHIEF EXECUTIVE 


Our client, an international property and hotel group, has embarked on 
a major expansion plan in the Pacific Rim. A proposed four-star hotel de- 
velopment project in Hong Kong has led to the requirement for a high 
calibre individual to oversee the construction programme and play a 
leading role in the inception of the hotel, 





Reporting to the Board of Directors, the incumbent will be fully respon- 
sible for coordinating the project, liaising closely with architects, consul- 
tants, contractors and suppliers. In establishing this superior facility, the 
appointee will introduce optimum systems and staffing levels, and act 
as the General Manager of the hotel. 


Suitable candidates should be senior hotel management executives, 
with at least ten vears' experience in the industry. Possessing a relevant 
tertiary academic qualification, they should ideally have a proven track 
record in launching new hotel projects. Nationality is not important, but 
fluency in English and excellent communication skills are a prerequisite. 


This position can open the door to long term career opportunities with 
the group, and the successful candidate can expect to receive a very at- 
tractive remuneration package. 


Please reply in strict confidence with full resume and contact telephone — 
number to: 


Eliza Cheng 
: Ernst & Whinney 
E: Emst & Whinney Executive Search Division 
Management Consultants. 15/F Hutchison House 
Hong Kong 


Expansion of Management programs have opened 
faculty positions at IPMI. 

Founded in 1984, IPMI is Indonesia's oldest MBAprogram. 
IPMI is seeking qualified individuals to fill positions in Accounting, 
Finance, Quantitative Analysis, Production Operations Management, 
Organizational Behavior, Marketing Management and Management 
Communications. 

These positions have been created as a result of the planned 
expansion of Management Programs at the school. Cadidates with 
DBA or Ph.D. are preferred, but MBAs are also encouraged to apply. 
The school has funds available for advanced degree studies for 
Junior Faculty. Priority will be given to indonesian citizens. 
Applications should be sent to : Siswanto Sudomo, Ph.D, 
Executive Director, IPMI Building, 3rd Floor, Ji. Taman Kemang |. 


Jakarta 12730 ~ Indonesia. O 
(2m IPMI 
LA E. pastitut piecewmancan 
WE AMALEMEN PRDONESIA 





P.O. Box 592/KBY Tel : (21) 799-3480, 
799-3484 Fax : (21) 799-6218 
Telex : 47319 FINAS IA 





Investment Opportunity tTa et 


TOTAL LOAN PACKAGES 
We provide loans as well as guarantees for principal repayment . 
and interest payments: 
w Principal self liquidating — Only interest payable 
a Minimum USS$5 millions — Maximum US$50 millions 
m Eightto Ten weeks to completion 
m Uncomplicated procedures m Broker enquiries invited 
Enquiries to Trust Officer 2bcv ae 
Fax:(662)236.5833 Tel: (6629235.7598/7599 a XM — 
























Appointment 


| International Satellite Organization - London 





Finance - Business Planning 
Computer Systems 


Procurement : 


Project € sontro 


Expatriate status. Excellent tax-paid salaries plus benefits 
Interviews in Singapore on 1st & 2nd December and 
in Hong Kong on 4th, 5th & 6th December 


Inmarsat is an international 
enterprise that operates a global system 
of satellites providing mobile communi- 
cations services. It was created 10 years 
ago to end the isolation of ships at sea 
by providing them with reliable and clear 
telephone, telex, data and facsimile 

Services. Now, with an annual turnover 
of well over US$100 million, it has 57 
member countries, 10,000 users 
worldwide, and is beginning to provide 
services for aircraft and land mobile 
applications. 


in the near future, Inmarsat will be 
investing in new generations of satellites 
and developing smaller, cheaper mobile 
terminals, ensuring its business 
expansion into the 1990s and beyond. Ail 
of which is creating new opportunities 
. for highly motivated, talented individuals 
to join our 250 staff headquartered i in 
London. 


Financially, we are as complex and 
exciting as our technology: forecasting 
the uncharted future; preparing 
business cases to ensure and justify 
satellite capacity for the next 20 years; 
developing dynamic budgetary and cost 
control systems; international traffic 
accounting; foreign currency risk 
management; operating on strictly 
commercial, competitive principles. 


Our computer environment reflects 
this complexity: PCs on every desk, LANS 
DEC Micro VAX and VAX machines, 
GOULD, and Wang minis; development 
of software to control satellites via a 
dedicated global network to monitor 
traffic and satellite payload, and to 
provide electronic office messaging and 
business graphics worldwide, financial 
and other business systems, and more. 


BUSINESS CASE 
FORECASTERS 

& ANALYSTS, STRATEGIC 
PLANNER 


(5 posts) Use your financial analysis, 
business and strategic planning, budget 
administration, market research, 


engineering or computer modelling skills — 


(or combinations of these.) These are 
multi-disciplined posts where experience 
in telecomms, satcomms, maritime, land 
transport or airline industries is sought. 
You may be an engineer + MBA, or have 





àn accounting or economics background, 
or have been in project management 
Ref: 3864/MS. 


FINANCIAL ACCOUNTANT 


Qualified and experienced in a. major 
commercial company, you will be 
involved in a range of accounting 
activities including preparing monthly 
and annual financial statements and 
budgetary and cost control. We have a 
sophisticated, integrated, computerised 
financial system which you will help 
develop further. Experience in 
international accounting practices ideal, 
Ref: 3865/MS. 


BUSINESS ANALYST - 
LAND MOBILE 


To analyse and assess the 
competition, pricing and applications of 
our new services and to recommend 
strategic changes to maximise their 
market position. This post requires 
someone with an engineering 
background who has already branched 
into financial or strategic planning. You 
will probably be working now in project 
management or customer relations. 
within the telecommunications industry. 
Ref: 3866/MS. 


PROCUREMENT AND 
CONTRACTS, PROJECT 
CONTROL 


A management-level post, covering 
the procurement of satellite ground. 


station equipment, software, ‘consultan- 


cies and services for inmarsat’s 
Aeronautical and Landmobile businesses. 
Experience of large-value contract — . 
evaluation in the satcomms or another 
high-tech industry, plus financial, 
negotiation, project control and contracts 
administration skills are required, 


Ref: 3867/MS. 


COMPUTER SYSTEMS 
PROJECT CONTROL, 
SYSTEMS ANALYSTS 


.. (6 posts) One very experienced 
Systems: Project Controller, with a 


background in DEC VAX equipment and 


integrated networks, to lead a group of 
Systems Analysts providing computer 
support to the Engineering and — 
Operations Division; four Systems 
Analysts, with varying experience in 
analysis and programming (4GLs, 


application development tools, DEC, 
VAX, relational databases ~ Oracle — and 


micro hardware), to develop a wide 
range of scientific and business systems. 


One Senior Systems Analyst, experienced 
in satellite control software or equivalent. 
real-time control systems, to install and . 
support Inmarsat's Satellite Control 
Ground Computer System on GOULD 
computers; this position requires 
extensive travel. Ref: 3868/MS. 


OFFICE TELECOMMUNI- 
CATIONS ADMINISTRATOR . 


Responsible for Inmarsat's internal 
and external telecommunications 
systems — telephone, fax, telex, and 
PABX - you will help determine 
requirements for our planned office 
relocation in addition to ensuring 
ongoing operation of existing systems. 
You must be technically qualified, with . 
sound practical experience (probably 


gained within a telecomms authority or = xm 
other large company). This post could be B vd 


expanded to include additional office 
administration for the right person. 
Ref: 3869/MS. 


Employment terms include inter- 
nationally competitive tax-paid salaries 
* non-resident's allowance * housing 
allowance * children's school fees * fares 
home for staff member and family every 
2 years * 5 weeks’ annual leave * all 
relocation costs paid on appointment 
and resettlement * worldwide health, life, 
accident insurance * 100% cash pension. 
indefinite and shorter-term contracts 
available; opportunity to become 
permanent resident. All necessary 


clearances for working in the UK are 


arranged by Inmarsat. 


Drop in, for an informal interview with 
senior Financial, Computing and 
Personnel staff from Inmarsat in London, 
to either: the Westin Stamford Hotel, 
2StamfordRoad, Singapore 0617 between 
10am and 3pm Friday 1st and Saturday 
2nd December; 

or: the Hilton Hotel, 2 Queen's Road 
Central, emong ong island between 4pm 
and 8pm on Monday 4 and on Tuesday 

5 December, or between 10am and 1pm 
on Wednesday 6 December. No 
appointment times required, just come 
along. Short-listed candidates will be 
invited to a formal interview later 
inmarsat’s expense. 


if you cannot make the interview: 
pense fax or mail your career details, in 
i Pri quoting the appropriate reference, 
ike Stockford, PA Consulting Group, 
Hyde Park House, 60a Knightsbridge, 
London SWTX 7LE, England. 
Facsimile: (1) 823 1804. 








Executive Education for the Pacific Century 





Thirteenth Annual ——— — 
IBEAR MBA Program 
August 1990 - July 1991 
Unique one-year mid-career international MBA program 
emphasizing Pacific Rim business. IBEAR alumni are 
employed by more than 300 firms in 30 countries. 


Third Annual 
Asia/Pacific Business Outlook Conference 
March 5-7, 1990 ix 


150 workshops and seminars by executives, USC faculty, 

and the Senior Commercial Officer from each U.S. embassy 

in Asia. Co-sponsored by the U. S Department of 
. Commerce. 






Sixth Annual | 
IBEAR Pacific Rim Management Programs 
June 1990. 


| Five executive education programs on doing busted with 
§ japan, Korea, Taiwan, China and Thailand. 360 executives 
: from 200 firms have attended these programs since 1985. 


International Business Education and Research Program 
Graduate School of Business Administration 
University of Southern California 
Los Angeles, California 90089-1421 
Telex: 4720490 USC LSA 
Phone: 213/743-2272 
Fax: 213/749-5887 


E CANARY ISLANDS — SPAIN 
The Canary Islands are considered the. most popular holiday desti- 


: . nations for Europeans, due to its subtropical climate and good com- 
^ „munications. 


|. In the best areas of Lanzarote and Fuerteventura, with an already 
well developed touristical infrastructure, we offer for sale or joint 
venture plots of land from 23,000 to one million me. All plots are au- 
thorised for construction and are suitable for hotels, residences and 
. commercial areas. Excellent prospects for long term investors. 


. Please contact: Alexborg Holding, S.A. 
Costa Brava, 13, 59D 
28034 Madrid (Spain) 
Phone: (34) (1) 735.04.61. 
Telefax: (34) (1) 734.29.36 





MARCO ISLAND, FLORIDA Business opportunity _ zen 
BEACHFRONT PENTHOUSE d 
a 3 bedrooms — 3 1/2 baths 
a. 2,500 sq. ft; air conditioned 


BASED 
COMPANY 


Servicing 
Financial Institutions 
Excellent Growth Over 
Last 5ix Years 
Highly Profitable 
4.5 Million Sales . 


“4,000 sq. ft. pauscaped balcony 
$575,000 
Marco Beach Watediont Prop. 
1110 1/2 N. Collier Blvd. Marco Is. Fl. 
| 813-394-0836 FAX 813-642-0006 | 


















. | FLORIDA investment opportunity 
Gulf Stream Hotel overlooks park 
Up & Intracoastal Waterway. 116 rms. 
| 120-seat dining room; 2.8 acres. 
. $5 million. Colin Ritter, R/A, 
LBRACKETT AYERS REALTOR, 
| 1326 N. Dixie Hwy. No. 5, Lake 


Please Reply To: | 
{| Advertiser Box 1116 c/o 
||| FEER, GPO Box 160, HK. 












































ow you can have 

CHINA 5 Telex and Fax 
TELEX & FAX § Directory, the only 
DEPIS NAME crectory of its kind 


ME available in the market. 
-China Telex & Fax 
Directory is a vital — 
communications — tool 
for all China traders. 
Ne NC aa Compiled from our 
Aelita own database, it 
MEE m es | provides the — most 

comprehensive listing 





of ioe anis accurate pele and fax numbers of — i DT 
all the significant organizations in China. Indexed in. | 


four ways, you'll find it easier and more convenient to 
use: 


1. Alphabetical listings of companies and 
organizations. — 


2. Geographical listings of names and 
numbers. 


3. Numerical listings of telex numbers. 


4. Alphabetical listings of telex 
answerbacks. 


You can get this extremely useful book "c the order 
form and sending it along with your payment tö China Phone Book Co., 
Ld., GPO Box 11581, Hong Kong. | 


To: China Phone Book € Co., Ltd. GPO Box 11581, 
i Hong Kong. i l 
j Please rush me copy/copies of the China Telex and Fax Direc- | 
tory 1989/90 as indicated: 









I NAME sh Siac sail epee ea a le Baebes l 
] company: d —— TIE PEET UD NU LASSEN EN UN nbi. i 
pem = "C IR cr ; | 

arena set naan mE TN NERONE | (eee een ae eee 1 

(| China Telex & Pax Directory 1989/90 
i Price: Hong Kong - HK$175 + HK$10 tor posage & packing l 
l Elsew: here ~ US$32 üm hai sierra] postage & packing? l 

No. of copies tn — T 

im []lendose |... CERT MT s dn payment thereof l 
i (cheque payable to The China Phone Book Co, Ltd.) i 

[.] I preferto charge ... ee. TO TH Credit card (tick 

ode | | E i 
J Amex Diners C] | MasterCard] viag of 
[| Cant Ne: ess ak uu . Expiry Date: LINT " E 
pese KORIA PAPE PECATS | SE eden: 


The China Phone Book ¢ Co. D a iau boll owned subsidiary of i 


Review Publishing Co, Ltd. L] 
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Banker's push in the region 


Stuart Fowler, 59, the affable managing di- 
rector of Australia's largest bank, Westpac, 
daims that noblesse oblige, rather than 
profit potential, is behind his institution's 
purchase of Banque Indosuez's operations 
in New Caledonia and French Polynesia 
and the Hongkong and Shanghai Banking 
Corp.s branches in 
Vanuatu and the Sol- 
omon Islands. 
Westpac's already 
sweeping operations 
© throughout the tiny 
isles of the Pacific 
are modest money 
spinners, but Fowler 
believes there is an 
obligation on Austra- 
lian institutions to 
support economic development in the re- 
gion. 





hard-headed approach. His bank was the 
first to introduce bank charges on retail ac- 
counts and he has been a tough cost-cutter 
since assuming his current role in January 
1988. A Westpac banker all of his profes- 
sional life, he met his wife Susan in mid- 


_ocean while manning an agency of the Bank 


of New South Wales (Westpac’s old name) 
on board one of the P&O liners that served 
Australia in pre-Boeing days. 

He has served as chairman of both the 
Australian and the Asian bankers’ associa- 
tions and has lately spearheaded a more de- 
termined push by his bank in Asia. Westpac 
recently won approval for a Thai banking li- 
cence and negotiations are under way with 
an Indonesian bank to: establish a joint ven- 
ture in Jakarta. 


The ‘Kissinger of Korea’ 
Kim. Kyung Won, 53, the president of the 


newly established Institute of Social Sci- 


ences in Seoul, has been recently living up to 
his reputation as the "Kissinger of Korea." A 
former South Korean ambassador to the US 
and the UN who has also been secretary- 
general to a former president of South 
Korea, Kim has been making some undip- 
lomatic pronouncements about China and 
other sensitive issues since stepping into his 
new role last year. 

Educated at Williams College and Har- 
vard University, Kim is the classic academic 
mandarin, having served as a professor at 
York University, New York University and 
at home at Korea University. He entered the 
public arena in 1975 as an international af- 


fairs adviser to president Park Chung Hee. 


After Park's assassination in 1979, he served 
briefly as secretary- general to president 
Chun Doo Hwan before being gent off to 


Fowler is (een at home for a more 


PUBLIC. EYE 


renner 


the UN in 1982. There. hé gained a reputa- 
tion as an sharp ee defender of South 
Korea's interests. 

In 1985 he was appointed ambassador to 
Washington, a post he left in 1988 to become 
head of the Institute of Social Sciences which 
is sponsored by private business. In that 
capacity, Kim edits a quarterly journal 
known for its fiercely capitalistic views. 





A granny to reckon with 
Fiesty Elena Sen Lim, 57, the recently ousted 
chairman of the Manila Boston Bank of the 
Philippines, is now alleging that the First 
National Bank of Boston (FNBB) has been 
using dummy companies in order to get rid 
of her and gain control of thelocal bank. Lim 
enjoys considerable prestige in Manila's 
business and government circles, and is 
seen as a model for Filipino entre- 
preneurship — the provincial lass making it 
big in Manila. 

This astute and determined businesswo- 





man started out as a schoolteacher and small 
trader, picking up a law degree along the 
way. With her husband playing a suppor- 
tive role, she has built up a conglomerate of 
electronic manufacturing companies, pro- 
ducing mainly the Sony brand of products 
and exporting these to South American mar- 
kets and China. 

In the early 1970s, she moved into ag- 
ribusiness, and her AA Export and Import 
Corp. is the country's largest prawn-export- 
ing firm, setting the pace for the large-scale 
production and export of black tiger prawns 
in the country. Although her five children 
run the day-to-day operations of the firm, 
Lim, a grandmother, remains firmly at the 
helm. Unlike FNBB which hired a high-pow- 
ered public relations firm to handle the con- 
troversy, Lim herself has been dealing with 
the press, at one point ignoring her lawyers' 
advice and calling a press conference at her 


 homelate one evening to give her side of the 


story. 


EAD ERAGTEDM. COMMEDO Douce 


. Thailand's 





General's war on drt 

Lieut-Gen. Chavalit vadis s name has 
become synonymous with Thailand's ef- 
forts to stop the growing flow of Golden 
Triangle heroin to the West. Since 1976, 
Chavalit, 54, has been involved in the al- 
most thankless task of trying to bust heroin 
refineries, arrest dealers and rehabilitate 
300,000 heroin addicts. He is 
now trying to wean arrested addicts off 
drugs by forcing them to undergo treatment 
without them being classified as criminals. 

As secretary-general of the Thai office of 
the Narcotics Control Board, Chavalit has to 
deal with several other Thai agencies, in- 
cluding the army, the border patrol police, 
the health and education ministries and 
non-government organisations. Anti-narco- 
tics agents from the 16 countries which keep 
an enforcement presence. in Bangkok also 
liaise with him. 

A policeman since 1956, Chavalit appa- 
rently feels that heroin addicts should be 
treated with some sympathy. Perhaps ar 
education in England has militated against 
too harsh a view of drug offenders. Perhaps, 
also, the fact that he is a citizen of a Buddhist 
country known for its high level of tolerance 
prompts a more humane attitude. 131 





New chairman is safe. o bet s 
Eddie Barker, 69, a forme Singapore law. 
minister and a confidant of Prime Minister 
Lee Kuan Yew, has been appointed chair- 
man of the Stock Exchange of Singapore 
(SEs), an honorary post, just weeks after 
Malaysia decided to delist Malaysian stocks 
from the Singapore market. Some brokers 
wonder whether Barker — had he been ap- 
pointed earlier — might have delayed the 
splitting of the Malaysian and Singapore ex- 
changes. 

Barker, with his easy-going ways and 
love of sports, including horse racing, has 
better relations with. 
Malaysia's elite than 
many other Singapo- 
reans. He is a dose 
friend of the sports- 
loving Sultan of Johor - 
who served as Malay- ^ . 
sia's king until eady |... 
this year. Former SES 
chairman Tan Chok 
Kian, a straight-for- | 
ward bureaucrat, was 
not popular with many Malen and Sin- 
gapore brokers. $ 

Barker left politics in 1988 after 25 years as. 
MP for Singapore's affluent Tanglin consti: 
tuency. He is also chairman of Singapore' $e 
racing dub, the Bukit Turf Club, perhaps: 
proving that in these volatile times buying- 
shares is the same as E ona horse. ot 










BALMER EIS. ALONE: v 


OVER 200 YEARS OF CAREFUL BREEDING 
PRODUCED IHIS CHAMPION 





i) 

Every once in à while, a truly great faithful to the standards of quality set 
horse is born. A horse destined to become | down by its founder, Thomas Hine. 
a supreme champion on the racecourse | Since the eighteenth 
and to pass into legend. A Nijinsky or century, every drop of » 
an Arkle, a Red Rum or a Shirgar — superb The fine lines of tbe tboroughbrod denote an ompeccatte jew. Hine cognac has been lo- f 19 
animals who remain unchallenged in their lifetimes. vingly matured under the watchful eye of 

But perfection does not come about by chance. Such one man, the cellarmaster, whose senses | 


a horse is the result of the careful breeding of the bluest are his birthright and whose extraordinary 
of bloodlines that can be traced for generations. Andfrom talents can be traced back through 






the day of its birth, the young horse will be lovingly X six generations of the Hine family. 


nurtured and cared for, meticulously shaped into a Hine X.O.— a thoroughbred champion 
champion. of maturity, delicacy and 

So it is with Hine X.O., the champion of fine finesse, A cognac of 
cognacs, the choice of connoisseurs. incomparable quality, 

vw) Established in the heart of the Cognac region to be savoured with 


of France in 1763, the house of Hine respect and infinite 


has remained unswervingly X pleasure a 





Leaves nothing to be desired. 


TRADE |IINANCE 


Wuat Goop Is A Business ON THE MOVE 
Ir YOUR BANK STAYS AT HOME? 





If your business is expanding into new o trade finance and capital investment needs. 
markets, you need a bank you can count on. In fact, no other bank offers Asian 
You need a bank like Security Pacilic. businesses as many connections to the West 


With forty offices throughout the 


: Coast as Security Pacific. 
Security 


West Coast of North America and all of Hetil So before your business makes 
Asia's major financial centers, Security its next move, why not make sure you 
have a bank that will move with you. 


Pacific is well equipped to handle your 


LY PAK BS A IN EDGE 





Hong Kong (852-5) 841-1811 lapan (81 3) 587-4800 Korea (822) 757-6850 Malaysia (603) 238-9855 Singapore (65) 224-4122 


j ^ 1 f ác p» s» bee | . * ’ $ y ` —-n 
laiwan (886-2) 777-5533 Thailand (66- 2) 231-0320 Philippines (6 32) 850-79 | 


^ 


( 


